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ANNOUNCEMENT  OF  1932  BULLETIN  SEEVICE 


The  Internal  Revenue  Bulletin  service  for  1932  will  consist 
of  weekly  bulletins  and  semiannual  cumulative  bulletins. 

Tlie  weekly  bulletins  will  contain  the  rulings  and  decisions  to 
be  made  public  and  all  Treasury  Department  decisions  (known 
as  Treasury  decisions)  pertalniiag  to  Internal  Revenue  matters. 
The  semiannual  cumulative  bulletins  will  contain  all  rulings  and 
decisions  (including  Treasury  decisions)  published  during  the 
previous  six  months. 

The  complete  Bulletin  service  may  be  obtained,  on  a  sub- 
scription basis,  from  the  Superintendent  of  Documents,  Govern- 
ment Printing  Office,  Washington,  D.  C,  for  $2  per  year. 

New  subecribers  and  others  desiring  to  obtain  the  1919, 1920, 
and  1921  Income  Tax  Service  may  do  so  from  the  Superin- 
tendent of  Documents  at  prices  as  follows:  Digest  of  Income 
Tax  Rulings  No.  19  (containing  digests  of  all  rulings  appearing 
in  Cumulative  Bulletins  1  to  5,  inclusive.),  50  c^nts  per  copv ; 
Cumulative  BuUetin^'Nos.  •;^*  to: ^,: containing  in  fidl  all  rulings 
published  since  April,  ip^9,'.tO  Jjnct  includi^g^  December,  1921,  as 
follows :  Now  1,  30  cents ;  No.  2,  25  cents ;  No.  3,  30  cents ;  No.  4, 
30  cents;  No.  5,  25 .cents..  .  •.    ...  • • 

Persons  desiring  fo  otftaftvTtWene-issHe 'of'^ales  Tax  Bulle- 
tin for  1920,  BuUetih  gT-l-lto,'  and  'the  Cumulative  Bulletins 
for  January-June  and  July-Deijembp^,  1921^  may  procure  them 
from  the  Superintendent'  off  i^cjcumeats  aut  15  ceflts  and  5  cents 
each,  respectively,  per 'cop/.-  ;  •  •.  /:   :..   :    .    : 

Persons  desiring  to  obtain  the  Internal  Revenue  Bulletin 
service  for  the  years  1922  to  June  30,  1931,  inclusive,  may  do  so 
at  prices  as  follows: 

Cumulative  Bulletin  I-l  (January-^une,  1922) 40  cents 

Cumulative  Bulletin  1-2    (July-December,  1922) aOcenta 

Cumulative  Bulletin  II-l  (January-June,  1923) 30  cents 

Cumulative  Bulletin  II-2  (July-December,  1923) 40  cents 

Cumulative  BuUetin  III-l  (January-June,  1924 )_ 50  cents 

Cunmlative  Bulletin  III-2  (July-December,  1924) 50  cents 

Digest  No.  13  (January,  1922-December,  1924) 60  cents 

Cumulative  Bulletin  IV-1  (January-June,  1925 40  cents 

Cumulative  Bulletin  IV-2  (July-December,  1925) 35  cents 

Digest  No.  17  (January-December,  1925) 25  cents 

Cumulative  Bulletin  V-1  (January-June,  1926) 40  cents 

Cumulative  Bulletin  V-2  (July-December,  1926) 30  cents 

Digest  No.  21  (January-December,  1926) 15  cents 

Cumulative  Bulletin  VI-1  (January-June,  1927) 40  cents 

Cumulative  Bulletin  VI-2  (July-December,  1927) 40  cents 

Digest  No.  22  (January,  1925-December,  1927) 35  cents 

Cumulative  Bulletin  VII-1  (January-June,  1928) 35  cents 

Cumulative  Bulletin  VII-2  (July-December,  1928) 50 cents 

Cumulative  Bulletin  VIII-1   (January-June,  1929) 50  cents 

Cumulative  Bulletin  VIII-2  (July-December,  1929) 55  cents 

Cumulative  Bulletin  IX-1  ( January-Jime,  1930) 50  cents 

Cumulative  Bulletin  IX-2  (July-December,  1930) 50 cents 

Cumulative  Bulletin  X-1  (January-June,  1931) 65  cents 

All  Inquiries  In  regard  to  these  publications  and  subscriptions 
should  be  sent  to  the  Superintendent  of  Documents,  Govern- 
ment Printing  Office,  Washington,  D.  C. 
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DIVISION  I— INTRODUCTORY  PROVISIONS 


Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled,  That  this  Act,  divided 
into  titles  and  sections  according  to  the  following  Table  of  Contents, 
may  be  cited  as  the  "  Revenue  Act  of  1928  " :  ( See  Table  of  Contents, 
pp.  V-XXIV.) 


TITLE  I— INCOME  TAX 

SXJBTITLB  A — InTEODUCTOBY    PROVISIONS 

SECTION  1.  APPLICATION  OF  TITLE. 

The  provisions  of  this  title  shall  apply  only  to  the  taxable  year  1928 
and  succeeding  taxable  years.  Income,  war-profits,  and  excess-profits 
taxes  for  taxable  years  preceding  the  taxable  year  1928  shall  not  be 
affected  by  the  provisions  of  this  title,  but  shall  remain  subject  to  the 
applicable  provisions  of  prior  revenue  Acts,  except  as  such  provisions 
are  modified  by  Titles  III,  IV,  and  V  of  this  Act  or  by  legislation 
enacted  subsequent  to  this  Act 

SEC.  2.  CROSS  REFERENCES. 

The  cross  references  in  this  title  to  other  portions  of  the  title,  where 
the  word  "  see  "  is  used,  are  made  only  for  convenience,  and  shall  be 
given  no  legal  effect. 

SEC.  3.  CLASSIFICATION  OF  PROVISIONS. 

The  provisions  of  this  title  are  herein  classified  and  designated  as 

Subtitle  A — Introductory  provisions, 

Subtitle  B — General  provisions,  divided  into  Parts  and  sections. 
Subtitle  C — Supplemental  provisions,  divided  into   Supplements 
and  sections. 

SEC.  4.  SPECIAL  CLASSES  OF  TAXPAYERS. 

The  application  of  the  General  Provisions  and  of  Sni^Iements  A  to 
D,  inclusive,  to  each  of  the  following  special  classes  of  taxpayers,  shall 
be  subject  to  the  exceptions  and  additional  provisions  found  in  the 
Supplement  applicable  to  such  class,  as  follows : 

(a)  Estates  and  trusts  and  the  beneficiaries  thereof— Supplement  B. 
.     (b)  Members  of  partnerships — Supplement  F. 

(c)  Insurance  companies — Supplement  G. 

(d)  Nonresident  alien  individuals — Supplement  H. 

(e)  Foreign  corporations — Supplement  I. 

(f)  Individual  citizens  of  any  possession  of  the  United  States  who 
are  not  otherwise  citizens  of  the  United  States  and  who  are  not  resi- 
dents of  the  United  States — Supplement  J. 
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(g)  Individual  citizens  of  the  United  States  or  domestic  corporations, 
flatisfying  the  conditions  of  section  251  by  reason  of  deriving  a  large 
portion  of  their  gross  income  from  sources  within  a  possession  of  the 
United  States— Supplement  J. 

(h)  China  Trade  Act  corpofations—Supplemeut  K. 

Article  1.  Division  of  Regulations.— These  regulations  under  tlie 
income  tax  provisions  of  the  Kevenue  Act  of  1928  ^  consist  of  four 
divisions  as  follows : 

Division  I,  entitled  '*  Introductory  Provisions/'  relating  to  Intro- 
ductory Provisions,  Subtitle  A  of  Title  I. 

Division  II,  entitled  "General  Provisions,"  relating  to  General 
Provisions,  Subtitle  B  of  Title  I. 

Division  III,  entitled  "Supplemental  Provisions,"  relating  to 
Supplemental  Provisions,  Subtitle  C  of  Title  I. 

Division  IV,  entitled  "  Miscellaneous  Provisions,"  relating  to  cer- 
tain provisions  of  Titles  IV  and  V. 

The  application  of  the  articles  under  Division  U  and  the  applica- 
tion of  the  articles  under  Division  HI  relating  to  Supplements  A-D 
of  the  Act,  to  certain  special  classes  of  taxpayers  is  subject  to  the 
exceptions  and  additional  provisions  in  Supplements  E-K  of  the 
Act  and  in  the  articles  under  Division  III  relating  to  those.  Supple- 
ments. The  special  classes  of  taxpayers,  and  the  Supplements, 
sections  of  the  Act,  and  articles  of  the  Regulations  containing 
such  exceptions  and  additional  provisions  are  stated  in  the  following 
table :  ^ 


Class  of  taxpayer 


Estates  and  trusts  &ad  l^eneficiaries 

thereof 

Members  of  partnerships. I . I II II II 

Insurance  companies I 

Nonresident  alien  individualsIIIIII 

Foreign  corporations 

Citizens  of  possessions  of  United 
States  not  citizens  or  residents 
of  the  United  States;  and  citi- 
zens of  United  States  or  domestic 
corporations  deriving  a  large  por- 
tion of  their  gross  mcome  from 
sources  within  a  possession  of  the 

United  States _ 

Cliiua  Trade  Act  corporations. -II! 


Supplement  of 
Subtitle  C 


E 

F. 

G 

H 

I II 


Sections  of 
Act 


J- 


161-170 
181-189 
201-208 
211-218 
231-238 


Articles  of 
Regulations 


251,  262 
261-264 


861-891 

901-942 

951-1015 

1021-1091 

1101-1121 


1131-1141 
1151-1154 


*!.*  »^L^''*"*^^*  provisions  of  the  Revenue  Act  of  1926,  tlie  Revenue  Act  of  1924  and 
the  BeTked  Statutes  relating  to  income  taxes  for  1928  and  subsequent  taxable  year's  are 
printed  in  the  appendix  to  these  regulations. 
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Subtitle  B — General  Provisions 


PAWr  I — BATES  OF  TAX 


SEC.  11.  NORMAL  TAX  ON  INDIVIDUALS. 

There  shall  be  levied,  collected,  and  paid  for  each  taxable  year  upon 
the  net  income  of  every  Individual  a  normal  tax  equal  to  the  sum 
of  the  following: 

(a)  1%  per  centum  of  the  first  $4,000  of  the  amount  of  the  net 
income  in  excess  of  the  credits  against  net  income  provided  in  sec- 
tion 25; 

(b)  3  per  centum  of  the  next  $4,000  of  such  excess  amount ;  and 

(c)  5  per  centum  of  the  remainder  of  such  excess  amount. 

Art.  11.  Income  tax  on  individuals.— Title  I  of  the  Act,  which  in 
general  is  effective  January  1,  1928  (see  section  65),  imposes  an 
income  tax  on  individuals,  including  a  normal  tax  (sections  11  and 
211)  and  a  surtax  (section  12).  The  tax  is  upon  net  income  which 
is  determined  by  subtracting  the  allowable  deductions  from  the  gross 
income.  (See  generally  sections  21-24.)  In  certain  cases  credits  are 
allowed  against  the  net  income  before  computing  the  tax  (section  25) 
and  in  other  cases  against  the  amount  of  the  tax  (sections  31-33  and 
131).  In  general  the  tax  is  payable  upon  the  basis  of  returns  ren- 
dered by  persons  Hable  thereto  (sections  51,  53,  143,  and  217),  except 
that  in  some  instances  it  is  to  be  paid  at  the  source  of  the  income 
(section  144).  Exceptions  and  additional  provisions  applicable  to 
certain  special  classes  of  taxpayers  are  listed  in  section  4  and  article 
1.  See  section  104  as  to  shareholders  of  corporations  formed  or 
availed  of  to  prevent  imposition  of  surtax.  See  sections  101,  168,  and 
186  as  to  treatment  of  capital  gains  and  capital  losses. 

Art.  12.  Normal  tax  on  individual  citizens  or  residents  of  the  United 
States. — The  normal  tax  on  individual  citizens  or  residents  of  the 
United  States  upon  the  amount  of  the  net  income,  as  defined  in  sec- 
tion 21,  in  excess  of  the  credits  provided  in  section  25  is  at  the  rate 
of  U/z  per  cent  upon  the  first  $4,000  of  such  excess,  3  per  cent  upon 
the  next  $4,000,  and  5  per  cent  upon  the  remainder  of  the  net  income. 
For  normal  tax  on  nonresident  alien  individuals  see  section  211  and 
article  1021. 
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A»T.  13.  Citizens  ©r  residents  of  the  ITnited  States  liable  to  tax.— In 
general,  citizens  of  the  United  States,  wherever  resident,  are  liable  to 
the  tax,  and  it  makes  no  difference  that  they  may  own  no  assets 
within  the  United  States  and  may  receive  no  income  from  sources 
within  the  United  States.  Every  resident  alien  individual  is  liable  to 
the  tax,  even  though  his  income  is  wholly  from  sources  outside  the 
United  States.  As  to  nonresident  alien  individuals,  see  sections 
211-218  and  articles  1021^1091. 

Art.  14.  Who  is  a  citizen.— Eveiy  person  bom  or  naturalized  in  the 
United  States,  and  subject  to  its  jurisdiction,  is  a  citizen.  When  any 
naturalized  citizen  has  left  the  United  States  and  i-esided  for  two 
years  in  the  foreign  country  from  which  he  came,  or  for  five  years 
in  any  other  foreign  country,  it  is  presumed  that  he  has  ceased  to  be 
an  American  citizen.  This  presumption  does  not  apply,  however,  to 
residence  abroad  while  the  United  States  was  at  war,  nor  does  it 
apply  in  the  case  of  individuals  bom  in  the  United  States  subject 
to  its  jurisdiction.  For  example,  if  a  Swede,  after  being  naturalized 
in  the  United  States,  returned  to  Sweden  and  resided  there  for  two 
years  prior  to  April  6,  1917,  he  is  presumed  once  more  to  be  an 
alien.  However,  even  though  an  individual  bom  in  the  United 
States,  subject  to  its  jurisdiction,  of  either  citizen  or  alien  parents, 
resided  in  a  foreign  country  for  a  number  of  years,  he  would  still 
be  a  citizen  of  the  United  States,  unless  he  had  become  naturalized 
in,  or  taken  an  oath  of  allegiance  to,  the  foreign  country  of  resi- 
dence or  some  other  foreign  state.  A  foreigner  who  has  filed  his 
declaration  of  intention  of  becoming  a  citizen  of  the  United  States 
but  who  has  not  yet  received  his  final  citizenship  papers  is  an  alien. 
See  articles  1022-1025  for  distinction  between  a  resident  alien  indi- 
vidual and  a  nonresident  alien  individual. 

SBC.  12.  SURTAX  ON  INDIVIDUALS. 

(a)  Bates  of  siirtax.— There  shall  be  levied,  collected,  and  paid  for 
each  taxable  year  upon  the  net  income  of  every  individual  a  surtax  as 
follows : 

Upon  a  net  income  of  $10,000  there  shaU  be  no  surtax ;  upon  net 
incomes  in  excess  of  $10,000  and  not  in  excess  of  $14,000,  1  per 
centum  of  such  excess. 

$40  upon  net  income®  of  $14,000;  and  upon  net  incomes  in  excess 
of  $14,000  and  not  in  excess  of  $16,000,  2  per  centum  in  addition  of 
such  excess. 

$80  upon  net  Incomes  of  $16,000 ;  and  upon  net  incomes  in  excess 
of  $16,000  and  not  in  excess  of  $18,000,  3  per  centum  in  addition  of 
such  excess. 

$140  upon  net  incomes  of  $18,000 ;  and  upon  net  incomes  in  ex- 
cess of  $18,000  and  not  in  excess  of  $20,000,  4  per  centum  In  addi- 
tion of  such  excess. 
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$220  upon  net  incomes  of  $20,000;  and  upon  net  incomes  in  ex- 
cess of  $20,000  and  not  in  excess  of  $22,000,  5  per  centum  in  addi- 
tion  of  such  excesa 

$320  upon  net  incomes  of  $22,000;  and  upon  net  incomes  in  ex- 
cess of  $22,000  and  not  in  excess  of  $24,000,  6  per  centum  in  addi- 
tion of  such  excess. 

$440  upon  net  incomes  of  $24,000 ;  and  upon  net  incomes  In  ex- 
cess of  $24,000  and  not  in  excess  of  $28,000,  7  per  centum  in  addi- 
tion of  such  excess. 

$720  upon  net  incomes  of  $28,000 ;  and  upon  net  incomes  in  ex- 
cess of  $28,000  and  not  in  excess  of  $32,000,  8  per  centum  in  addi- 
tion of  such  excess. 

$1,040  upon  net  incomes  of  $32,000;  and  upon  net  incomes  in 
excess  of  $32,000  and  not  in  excess  of  $36,000,  9  per  centum  in 
addition  of  such  excess. 

$1,400  upon  net  incomes  of  $36,000;  and  upon  net  incomes  in 
excess  of  $36,000  and  not  in  excess  of  $40,000,  10  per  centum  in 
addition  of  such  excess. 

$1,800  upon  net  incomes  of  $40,000;  and  upon  net  incomes  ha 
excess  of  $40,000  and  not  in  excess  of  $44,000,  11  per  centum  in 
addition  of  such  excess. 

$2,240  upon  net  incomes  of  $44,000;  and  upon  net  incomes  in 
excess  of  $44,000  and  not  in  excess  of  $48,000,  12  per  centum  in 
addition  of  such  excess. 

$2,720  upon  net  incomes  of  $48,000;  and  upon  net  incomes  in 
excess  of  $48,000  and  not  in  excess  of  $52,000,  13  per  centum  in 
addition  of  such  excess. 

$3,240  upon  net  incomes  of  $52,000;  and  upon  net  incomes  in 
excess  of  $52,000  and  not  in  excess  of  $66,000,  14  per  centum  in 
addition  of  such  excess. 

$3,800  upon  net  incomes  of  $56,000;  and  upon  net  incomes  in 
excess  of  $56,000  and  not  in  excess  of  $60,000,  15  per  centum  in 
addition  of  such  excess. 

$4,400  upon  net  incomes  of  $60,000;  and  upon  net  incomes  in 
excess  of  $60,000  and  not  in  excess  of  $64,000,  16  per  centum  in 
addition  of  such  excess. 

$5,040  upon  net  incomes  of  $64,000;  and  upon  net  incomes  in 
excess  of  $64,000  and  not  in  excess  of  $70,000,  17  per  centum  in 
addition  of  such  excess. 

$6,060  upon  net  incomes  of  $70,000;  and  upon  net  incomes  in 

!fi^?        .      ^  ^""^  ""^^^  '"  ^^"^^  ""^  ^^'^»  18  per  centum  in 
addition  of  such  excess.  um  m 

$7,860  uiK)n  net  incomes  of  $80,000;  and  upon  net  incomes  in 
SL  of'^Texlr  ''  '"'"^  ''  ''''''^'  ''  "^^  ^^'^^^  - 

exc^'!?$Tro^''-"'r?  "'f  ^'^'  ^"^  "P0-  -et  incomes  in 
excess  of  $100,000,  m  addition  20  per  centum  of  such  excess. 

«t/^K  !*Ki  ""^  ""'""  ^""^  °"  °^  ^^*  wells.-For  limitation  of  surtax 

^)  can  L  '  T  "'  ""'^  ^'^^  "^  "^  ^'^  "^"«'  «^  section  102 
in  liiu  T™i  ""T  'f  ^«»««-^or  ^-te  and  computation  of  tax 
to  lieu  of  normal  and  i^urtax  in  case  of  net  incomes  of  not  less  than 
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|30,00a,  approximately,  or  in  case  <rf  net  incM>mes,  excluding  items  of 
capital  gain,  capital  loss,  and  capital  deductions,  of  not  less  than 
$30,000,  approximately,  see  section  101. 

(t)  Evauon  af  sartaxes  by  taoorporation.— For  tax  on  corporations 
which  accumulate  surplus  to  cTade  surtax  on  stockholders,  see  section 
104. 

Akt.  21.  Surtax.— In  addition  to  the  normal  tax  imposed  by  sections 
11  and  211  (see  articles  11-14  and  1021)  a  surtax  is  imposed  at  the 
rates  specified  in  section  12  upon  the  net  income  of  every  individual, 
resident  or  nonresident.  In  determining  the  taxable  net  income, 
for  the  purpose  of  the  surtax,  the  credits  provided  by  section  25  in 
the  case  of  the  normal  tax  are  not  applicable.  The  tax  under  section 
101  in  the  case  of  a  capital  net  gain  is  in  lieu  of  the  normal  tax 
and  the  surtax.  As  to  limitation  on  surtax  on  gain  from  sale  of 
mines  and  oil  or  gas  wells,  see  section  102  and  article  511. 

Art.  22.  Computation  of  surtax.— The  following  table  shows  the 
surtax  due  for  1928  and  subsequent  years  upon  certain  specified 
amounts  of  net  income.  In  each  instance  the  first  figure  of  the  net 
income  in  the  net-income  column  is  to  be  excluded  and  the  second 
figure  included.  The  percentage  given  opposite  applies  to  the  excess 
of  income  over  the  first  figure  in  the  net-income  column.  The  last 
column  gives  the  total  surtax  on  a  net  income  equal  to  the  second 
figure  in  the  net-income  column. 


Net  income 


$0  to  $10,000 

$10,000  to  $14,000_ 
$14,000  to  $16,000. 
$16,000  to  $18,000_ 
$18,000  to  $20,000_ 
$20,000  to  $22,000- 
$22,000  to  $24,000  _ 
$24,000  to  $28,000  _ 
$28,000  to  $32,000. 
$32,000  to  $36,000 - 
$36,000  to  $40,000. 
$40,000  to  $44,000. 
$44,000  to  $48,000. 
$48,000  to  $52,000. 
$52,000  to  $56,000. 
$56,000  to  $60,000.. 
$60,000  to  $64,000.. 
$64,000  to  $70,000.. 
$70,000  to  $80,000. . 
$80,000  to  $100,000. 
$100,000  up 


Total 
surtax 


$40 

80 

140 

220 

320 

440 

720 

1,040 

1,400 

1,800 

2,240 

2,720 

3,240 

3,800 

4,400 

5,040 

6,060 

7,860 

11,  660 


The  surtax  for  any  amount  of  net  income  not  shown  in  the  table 
is  computed  by  adding  to  the  surtax  for  the  largest  amount  shown 
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which  is  less  than  the  income,  the  surtax  upon  the  excess  over  that 
amount  at  the  rate  indicated  in  the  table.  Accordingly,  the  surtax 
upon  a  net  income  of  $63,128  would  be  $4,900.48,  computed  as  fol- 
lows : 

Surtax  on  $60,000  from  table $4,400.00 

Surtax  on  $3,128  at  16  per  cent "J__l I        500.48 

Total .    4,900.48 

SEC.  13.  TAX  ON  CORPORATIONS. 

(a)  Eate  of  tax.— There  shall  be  levied,  collected,  and  paid  for  each 
taxable  year  upon  the  net  income  of  every  corporation,  a  tax  of  12 
per  centum  of  the  amount  of  the  net  income  in  excess  of  the  credits 
against  net  Income  provided  in  section  26. 

(b)  Exempt  corporations.— For  corporations  exempt  from  tax,  gee 
section  103. 

(c)  Improper  accumulation  of  surplus.— For  tax  on  corporaticms 
which  accumulate  surplus  to  evade  surtax  on  stockholders,  see  sec- 
tion 104. 

Art.   31.   Income  tax   on   corporations. — The   Act  imposes   an  in- 
come tax  on  all  corporations  not  expressly  exempt  (see  section  103) 
at  the  rate  of  12  per  cent  of  the  net  income  subject  to  tax.     Every 
corporation  not  exempt  under  section  103  is  liable  to  the  tax.  and  it 
makes  no  difference  that  a  domestic  corporation  may  receive  no  in- 
come from  sources  within  the  United  States.     The  tax  is  upon  nel 
income,  that  is,  gross  income  as  defined  by  the  Act,  less  allowable 
deductions.     (See    sections    21-24.)     Certain    credits    are    allowed 
against  net  income  and  against  the  amount  of  the  tax.     (See  sections 
26,  131,  and  206.)     The  tax  is  payable  upon  the  basis  of  returns 
rendered  by  the  corporations  liable  thereto,  except  that  in  some  cases 
It  IS  to  be  paid  at  the  source  of  the  income.     (See  also  sections  47,  52, 
53,  145,  and  235.)     For  the  income  tax  on  life  insurance  companies, 
see  sections  201-203;    on  insurance  companies   other   than   life  or 
mutual,  section  204.     Mutual  insurance  companies  other  than  life 
are  taxed  under  section  13.     (See  section  208.)     As  to  foreign  cor- 
porations, see  sections  53  and  231-238;  as  to  domestic  corporations 
derivmg  income  from  sources  within  possessions  of  the  United  States, 
see  section  251;  as  to  China  Trade  Act  corporations,  see  sections  261- 
264.     For  what  the  term  "  corporation  "  includes  and  for  the  dif- 
ference between  domestic  and  foreign  corporations,  see  section  701 
(a)  (2)  and  articles  1311-1314,  1316, 1318,  and  1319. 

SEC.  14.  TAXABLE  PERIOD  EMBRACING  YEARS  WITH  DIFFER. 
ENT  LAWS. 

If  a  taxable  period  embraces  portions  of  two  calendar  years  for  which 
the  laws  are  different,  the  tax  shall  be  computed  as  provided  in  sec- 
tion 105. 

Art.  31  j  JL4 
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PART  11 — COMPUTATION  OF  NEP  INCOME 

SEC.  21.  NET  INCOME. 

"  Net  income  **  means  the  gross  income  computed  under  section  22,  less 
fbe  deductions  allowed  by  section  23. 

Aht.  41.  Meaning  of  net  income. — The  tax  imposed  by  the  Act 
is  upon  income.  In  the  computation  of  the  tax  various  classes  of 
income  must  be  considered: 

(a)  Income  (in  the  broad  3ense),  meaning  all  wealth  which  flows 
in  to  the  taxpayer  other  than  as  a  mere  return  of  capital.  It  includes 
the  forms  of  income  specifically  described  as  gains  and  profits, 
including  gains  derived  from  the  sale  or  other  disposition  of  capital 
assets.  Cash  receipts  alone  do  not  always  accurately  reflect  income, 
for  the  Act  recognizes  as  income-determining  factors  other  items, 
among  which  are  inventories,  accounts  receivable,  property  exhaus- 
tion, and  accounts  payable  for  expenses  incurred.  (See  sections  22, 
23,  and  101  and  the  articles  thereunder.) 

(h)  Gross  income,  meaning  income  (in  the  broad  sense)  less 
income  which  is  by  statutory  provision  or  otherwise  exempt  from 
the  tax  imposed  by  the  Act.  (See  section  22  and  the  articles 
thereunder.) 

(e)  Net  income,  meaning  gross  income  less  3tatutory  deductions. 
The  statutory  deductions  are  in  general,  though  not  exclusively, 
expenditures,  other  than  capital  expenditures,  connected  with  the 
production  of  income.  (See  sections  23  and  24  and  the  articles  there- 
under.) 

(d)  Net  income  less  credits.  (See  sections  25  and  26  and  the 
articles  thereunder.) 

The  surtax  on  individuals  is  imposed  upon  net  income ;  the  normal 
tax  on  individuals  and  the  tax  upon  corporations  is  imposed  upon 
net  income  less  credits.  Although  taxable  net  income  is  a  statu- 
tory conception,  it  follows,  subject  to  certain  modifications  as  to 
exemptions  and  as  to  deductions  for  partial  losses  in  some  cases,  the 
lines  of  commercial  usage.  Subject  to  these  modifications  statutory 
net  income  is  commercial  net  income.  This  appears  from  the 
fact  that  ordinarily  it  is  to  be  computed  in  accordance  with  the 
method  of  accounting  regularly  employed  in  keeping  the  books  of  the 
taxpayer.     (See  section  41.) 

The  net  income  of  corporations  is  determined  in  general  in  the 
same  manner  as  the  net  income  of  individuals,  but  the  deductions 
allowed  corporations  are  not  precisely  the  same  as  those  allowed 
individuals.  (See  sections  23,  24, 117, 118,  203, 204,  208,  and  232  and 
the  articles  thereunder.) 
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^  SEC.  22.  GROSS  INCOME. 

(a)  General  definition.—"  Gross  income  "  includes  gains,  profits,  and 
income  derived  from  salaries,   wages,   or  compensation  for  personal 
service,  of  whatever  kind  and  in  whatever  form  paid,  or  from  pro- 
fessions, vocations,  trades,  businesses,  commerce,  or  sales,  or  dealings 
I  in  property,  whether  real  or  personal,  growing  out  of  the  ownership  or 

use  of  or  interest  in  such  property ;  also  from  interest,  rent,  dividends, 
securities,  or  the  transaction  of  any  business  carried  on  for  gain  or 
profit,  or  gains  or  profits  and  income  derived  from  any  source  whatever. 

■  >^  Art.  51.  What  included  in  gross  income.— Gross  income  includes  in 

^  f  ^  general  compensation  for  personal  and  professional  services,  business 
-^\  income,  profits  from  sales  of  and  dealings  in  property,  interest,  rent, 
1  dividends,  and  gains,  profits,  and  income  derived  from  any  source 
\9  ^  whatever,  unless  exempt  from  tax  by  law.  (See  sections  22  (b)  and 
116.)  In  general,  income  is  the  gain  derived  from  capital,  from  labor, 
^  -  or  from  both  combined,  provided  it  be  understood  to  include  profit 
gained  through  a  sale  or  conversion  of  capital  assets.  Profits  of 
\.  citizens,  residents,  or  domestic  corporations  derived  from  sales  in 
foreign  commerce  must  be  included  in  their  gross  income;  but  special 
provisions  are  made  for  nonresident  aliens  by  sections  212-215  and 
in  certain  cases  for  citizens  and  domestic  corporations  deriving 
income  from  sources  within  possessions  of  the  United  States  by 
section  251.  Income  may  be  in  the  form  of  cash  or  of  property. 
^  As  to  dividends,  whether  in  cash  or  in  property,  see  section  115 
and  articles  621-629. 

Where  property  is  sold  by  a  corporation  to  a  shareholder,  or  by 
an  employer  to  an  employee,  for  an  amount  substantially  less  than 
Its  fair  market  value,  such  shareholder  of  the  corporation  or  such 
employee  shall  include  in  gross  income  the  difference  between  the 
amount  paid  for  the  property  and  the  amount  of  its  fair  market 
value.  In  computing  the  gain  or  loss  from  the  subsequent  sale  of 
such  property  its  cost  shall  be  deemed  to  be  its  fair  market  value  at 
the  date  of  acquisition  by  the  shareholder  or  the  employee.  This 
paragraph  does  not  apply,  however,  to  the  issuance  by  a  corporation 
to  its  shareholders  of  the  right  to  subscribe  to  its  stock,  as  to  which 
see  article  58. 

In  the  case  of  stock  sold  between  dividend  dates,  the  entire  amount 
of  the  dividend  is  income  to  the  vendee  and  must  be  reported  in  his 
gross  income  when  the  dividend  becomes  due  and  payable.  The 
amount  advanced  by  the  vendee  to  the  vendor  in  contemplation  of 
the  next  dividend  payment  is  an  investment  of  capital  and  may  not 
be  claimed  as  a  deduction  from  gross  income.  As  to  the  amount  of 
income  tax  paid  for  a  bondholder  by  the  obligor  pursuant  to  a  so- 
called  tax-free  covenant,  see  section  144  (a)  (4).  As  to  the  determi- 
Art.  61 
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20^2S/r™oTardTl"ir/ H- t^'l?:  coT,orations,  see  sections 

salesmen,  compensation  for  serv"eTon  ^j,"^f*''-<^»'°""'^«>ns  paid 
profits.  commiSons  on  iSurTcTpremil.  ?"  "  T'"**^^  "* 
the  military  or  naval  tor^lT tZ^jT^^  of"  ''"^  "*  P^'"^"^  »« 
Federal  and  other  ImJ^TJ  '^^  ^***^'  ^t''*'*  P^y  ot 

by  privat?i^^^:^yr4uL'S'rr ":;  "''t^ ""°™"  p-'^ 

by«e<^on^  (b)  (e))faSrtol%  Sn^^^^^^ 

riage  fees,  baptismal  oflferinss  «im«  ^J/T  '  *'^''  •""'"■ 

dead,  and  other  contribuSe^.^^JaZVcLr"^  """^  ^  '""^ 
religious  worker  for  services  v^JZa  w  '^l^'^gynan,  evangelist,  or 
•warded  by  one  to  w^Z^„  u  ^"^«^«'-'  s^-caHed  pensions 

^cers  and  employees  are  subjtt tt:.    B^t  S^Son  116 tf 

"^r*^n-'>-^^^^^  and  article  6.3 

Ai«T.  68.  CompeBsation  paid  other  than  in  cash     wv.-.,. 
paid  for  with  something^r  thlnlZTtZ'V^^'''  ^V'"^  *" 

of  the  thing  taken  in  payml  t  thTSunt  t^'L^'f ,  !f '"' 
income.    If  the  servipp«%.,»~.        7  ^     amount  to  be  mcluded  as 

absence  of  eviLrri^^ra:;1ul;riitm  ^^^^  '"^  ^''^ 
to  be  the  fair  value  of  iU«  ^^1    ^  !         ^     ®  "^'^^  ^  presumed 

P^id  an  employl^'Tf  a'cXS:^^  sStt  ^T""."'''' 
if  the  corporation  sold  the  stock  for  Ltf^^  ,  be  treated  as 
employee  in  cash.    When  Uvin^..t.  u  '*  ^"^"^  '"*'  P^'^  »•»« 

to  ^npioyees  for  t^i^:^^TzzX:::z: "':  ir"'r 

need  not  be  added  to  the  cash^peLTon  i^  t'hl  '?"'  ^'/"' 
where  a  person  receives  »«  Z.^^^  .  ^  employees,  but 
salarv  ^S i^  aJu-  ,  «*™Pensation  for  services  rendered  a 
salary  and  in  additnm  thereto  living  auarters    tl.P  ...iL  *  f 

person  of  the  anart^ra  t„^i„u  j     "'«  M"ariers,  the  value  to  such 
1-         ,       "    "»"''«"*  furnished  constitutes  income  suhiPrt  f^  *„., 
The  value  of  quarters  furnished  Armv  and  N^TJn.  u"" 

of  the  Ckwst  Guard  Coast  anH  rl^  /    o  ^  officers,  members 

Service,  or  amomt  reeled  «,  f"""^"^'  '"^  ^""'^  health 

officers  or  m^terl  Ti^  cTnsSrt  T,  "*  •'"'•■*^"  '^  ^^ 
section  22  (b)    (8)        Pr!mir.  ^  u   ^^    *  ""=*'™*-     <See  also 

of  irninn  lifl  /„  ^'^  Premiums  paid  by  an  employer  on  nolicieB 
Of  group  hfe  insurance  covering  the  lives  of  his  employees  thrhll? 
ficiaries  of  which  8r«  desisnated  hv  fK«  „„  i       "'"P'^yees,  the  bene- 

the  employees.    (See  ^0^.^       ^  """^  ""^  "'''  '""•^  *« 
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Art,  54.  OompenBation  ]>ald  in  aotes.— Notes  or  other  evidences  of 
indebtedness  received  in  payment  for  services,  and  not  merely  as 
security  for  such  payment,  constitiite  income  to  the  amount  of  their 
fair  market  value.  A  taxpayer  receiving  as  compensation  a  note  re- 
garded as  good  for  its  face  value  at  maturity,  but  not  bearing  in- 
terest, shall  treat  as  income  as  of  the  time  of  receipt  the  fair  dis- 
counted value  of  the  note  at  such  time.  Thus,  if  it  appears  that  such 
a  note  is  or  could  be  discounted  on  a  6  per  cent  basis,  the  recipient 
shall  include  such  note  in  his  gross  income  to  the  amount  of  its  face 
value  less  discount  computed  at  the  prevailing  rate  for  such  trans- 
actions. If  the  payments  due  on  a  note  so  accounted  for  are  met  as 
they  become  due,  there  sliould  be  included  as  income  in  respect  of 
each  such  payment  so  much  thereof  as  represents  recovery  for  the 
discount  originally  deducted. 

Abt.  55.  Gross  income  from  business.— In  the  case  of  a  manufactur- 
ing, merchandising,  or  mining  business  "gross  income"  means  the 
total  sales,  less  the  cost  of  goods  sold,  plus  any  income  from  invest- 
ments and  from  incidental  or  outside  operations  or  sources.  In  de- 
termining the  gross  income  subtractions  sliould  not  be  made  for 
depreciation,  depletion,  selling  expenses,  or  losses,  or  for  items  not 
ordinarily  used  in  computing  the  cost  of  goods  sold. 

Abt.  56.  State  contracts.— The  profit  of  an  independent  contractor 
from  a  contract  with  a  State  or  political  subdivision  thereof  must  be 
mcluded  in  gross  income.  Where  warrants  are  issued  by  a  city,  town, 
or  other  political  subdivision  of  a  State,  and  are  accepted  by  the  con- 
tiactor  in  payment  for  public  work  done,  the  fair  market  value  of 
such  warrants  should  be  returned  as  income.  If  for  any  reason  the 
contractor  upon  conversion  of  the  warrants  into  cash  does  not  receive 
and  can  not  recover  the  full  value  of  the  warrants  so  returned,  he  may 
deduct  from  gross  income  for  the  year  in  which  the  warrants  are  con- 
verted into  cash  any  loss  sustained,  and  if  he  realizes  more  than  the 
value  of  the  warrants  so  returned  he  should  include  such  amount  in 
his  gross  income  of  the  year  in  which  realized. 

Art.  57.  Gross  income  of  farmers.— A  farmer  reporting  on  the  basis 
^  of  receipts  and  disbursements  (in  which  no  inventory  to  determine 
profits  is  used)  shall  include  in  his  gross  income  for  the  taxable  year 
(1)  the  amount  of  cash  or  the  value  of  merchandise  or  other  property 
received  from  the  sale  of  live  stock  and  produce  which  were  raised 
during  the  taxable  year  or  prior  years,  (2)  the  profits  from  the  sale 
of  any  live  stock  or  other  items  which  were  purchased,  and  (3)  gross 
income  from  all  other  sources.  The  profit  from  the  sale  of  live  stock 
or  other  items  which  \^^re  purchased  after  February  28,  1913,  is  to  be 
ascertained  by  deducting  the.  cost  from  the  sales  price  in  the  year  in 
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which  the  sale  occurs,  except  that  in  the  case  of  the  sale  of  animals 
purchased  as  draft  or  work  animals  or  solely  for  breeding  or  dairy 
purposes  and  not  for  resale,  the  profit  shall  be  the  amount  of  any 
excess  of  the  sales  price  over  the  amount  representing  the  difference 
between  the  cost  and  the  depreciation  theretofore  allowable  in  respect 
of  such  property  as  a  deduction  in  computing  net  income. 

In  the  case  of  a  farmer  reporting  on  the  accrual  basis  (in  which 
an  inventory  is  used  to  determine  profits),  his  gross  profits  are  ascer- 
tained by  adding  to  the  inventory  value  of  live  stock  and  products 
on  hand  at  the  end  of  the  year  the  amount  received  from  the  sale 
of  live  stock  and  products,  and  miscellaneous  receipts  for  hire  of 
teams,  machinery,  and  the  like,  during  the  year,  and  deducting  from 
this  sum  the  inventory  value  of  live  stock  and  products  on  hand  at 
the  beginning  of  the  year  and  the  cost  of  live  stock  and  products 
purchased  during  the  year.  In  such  cases  all  live  stock  raised  or 
purchased  for  sale  shall  be  included  in  the  inventory  at  their  proper 
valuation  determined  in  accordance  with  the  method  authorized  and 
adopted  for  the  purpose.  Also  live  .stock  acquired  for  draft,  breed- 
ing, or  dairy  purposes  and  not  for  sale  may  be  included  in  the  inven- 
tory, instead  of  being  treated  as  capital  assets  subject  to  depreciation, 
provided  such  practice  is  followed  consistently  by  the  taxpayer. 
In  case  of  the  sale  of  any  live  stock  included  in  an  inventory  their 
cost  must  not  be  taken  a,8  an  additional  deduction  in  the  return  of 
income,  as  such  deduction  will  be  reflected  in  the  inventory.  (See 
article  106.) 

In  every  case  of  the  sale  of  machinery,  farm  equipment,  or  other 
capital  assets  purchased  after  February  28,  1913  (which  are  not  to 
be  included  in  an  inventory  if  one  is  used  to  determine  profits),  any 
excess  over  the  cost  thereof  less  the  amount  of  depreciation  thereto- 
fore allowable  in  respect  of  such  property  a.s  a  deduction  in  comput- 
ing net  income,  shall  be  included  as  gross  income.  Where  farm 
produce  is  exchanged  for  merchandise,  groceries,  or  the  like,  the 
market  value  of  the  article  received  in  exchange  is  to  be  included  in 
gross  income.  Eents  received  in  crop  shares  shall  be  returned  as  of 
the  year  in  which  the  crop  shares  are  reduced  to  money  or  a  money 
equivalent.  Proceeds  of  insurance,  such  as  hail  and  fire  insurance 
on  growing  crops,  should  be  included  in  gross  income  to  the  amount 
received  in  cash  or  its  equivalent  for  the  crop  injured  or  destroyed. 
If  a  farmer  is  engaged  in  producing  crops  which  take  more  than  a 
year  from  the  time  of  planting  to  the  time  of  gathering  and  dispos- 
ing, the  income  therefrom  may  be  computed  upon  the  crop  basis;  but 
in  any  such  cases  the  entire  cost  of  producing  the  crop  must  be  taken 
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as  a  deduction  in  the  year  in  which  the  gross  income  from  the  crop 
IS  realized. 

As  herein  used  the  term  "  farm  "  embraces  the  farm  in  tiie  ordi- 
narily  accepted  sense,  and  includes  stock,  dairy,  poultry,  fruit,  and 
j^  truck  farms;  also  plantations,  ranches,  and  all  land  used  for  farm- 
mg  operations.  All  individuals,  partnerships,  or  corporations  that 
cultivate,  operate,  or  manage  farms  for  gain  or  profit,  either  as 
owners  or  tenants,  are  designated  farmers.  A  person  cultivating  or 
operating  a  farm  for  recreation  or  pleasure,  the  result  of  which 
IS  a  continual  loss  from  year  to  year,  is  not  regarded  as  a  farmer. 

Forni  1040  F  should  be  filled  in  and  attached  to  his  income  tax 
return  by  every  farmer  who  either  keeps  no  records  or  only  records 
of  cash  receipts  and  disbursements;  its  use  is  optional  with  other 
farmers.    (See  further  articles  131,  175,  and  210.) 

Abt.  58.  Sale  of  stock  and  rights.— When  shares  of  stock  in  a  cor- 
poration are  sold  from  lota  purchased  at  different  dates  and  at  dif - 
ferent  prices  and  the  identity  of  the  lots  can  not  be  determined,  the^^t^  * 
stock  sold  shall  be  charged  against  the  earliest  purchases  of  such  A 6^ -^r 
stock.    The  excess  of  the  amount  realized  on  the  sale  over  the  cost  '  •♦'^ 
or  other  basis  of  the  stock  will  constitute  gain.     In  the  case  of  stock 
m  respect  of  which  any  stock  dividend  wa^  paid,  the  basis  for 
determining  gam  or  loss  from  a  sale  of  a  share  of  such  stock  shall  be 
^r^Tu      '"^  a^<^«rdance  with  the  principles  laid  down  in  article 
600.    Where  common  stock  is  received  as  a  bonus  with  the  purchase 
of  preferred  stock  or  bonds,  the  total  purchase  price  shall  be  fairly 
apportioned  between  such  common  stock  and  the  securities  purchased 
for  the  purpose  of  determining  the  portion  of  the  cost  attributable 
to  each  class  of  stock  or  securities,  but  if  that  should  be  impracticable 
m  any  case,  no  profit  on  any  subsequent  sale  of  any  part  of  the  stock 
or  securities  will  be  realized  until  out  of  the  proceeds  of  sales  shall 
nave  been  recovered  the  total  cost. 

Where  a  corporation  issues  to  its  shareholders  rights  to  sub- 
scribe to  its  stock,  the  value  of  the  rights  does  not  constitute  taxable 
income  to  the  shareholder,  although  gain  may  be  derived  or  loss  sus- 
tained by  the  shareholder  from  the  sale  of  such  rights.  In  this  con- 
nection the  following  rules  may  be  stated  : 

(1)  If  the  shareholder  does  not  exercise,  but  sells  his  rights  to 
subscribe,  the  cost  or  other  basis  of  the  stock  in  respect  of  which 
the  rights  are  issued  shall  be  apportioned  between  the  rights  and  the 
stock  m  proportion  to  the  respective  values  thereof  at  the  time  the 
rights  are  issued,  and  the  basis  for  determining  gain  or  loss  from 
tne  sale  of  a  right  on  one  hand  or  a  share  of  stock  on  the  other 
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will  be  the  quotient  of  the  cost  or  other  basis  assigned  to  the  rights 
or  the  stock,  divided,  as  the  case  may  be,  by  the  number  of  rights 
issued  or  by  the  number  of  shares  held. 

Exmwple:  A  taxpayer  in  1927  purchased  500  shares  of  stock  at 
$125  a  share,  and  in  1928,  by  reason  of  the  ownership  of  such  stock, 
received  500  rights  entitling  him  to  subscribe  to  100  additional  shares 
at  $100  a  share.  Upon  the  issuance  of  the  rights  each  of  the  shares 
of  stock  in  respect  of  which  the  rights  were  issued  had  a  fail 
market  value  of  $120,  and  the  rights  had  a  fair  market  value  of  $3 
each.  Instead  of  subscribing  to  the  additional  shares,  A  sold  the 
rights  at  $4  each.    The  profit  is  computed  as  follows : 

5D0  (shares)  X  $125 =$62,500,  cost  of  old  stock   (stock  in  respect 

of  which  the  rights  were  issued) 
500  (shares)  X$120=$60,000,  market  value  of  old  stock 
500  ( rights)  X  $3     =$1,500,  market  value  of  rights 

^~    of  $62,500   =$60,975.61,  cost  of  old  stock  ai)portioned  to 
§1,5(X>  g^j(.j^  stock  after  issuance  of  rights 

4f^  oi  $62,500    =$1,524.39,  cost  of  old  stock  apportioned  to 
^^^^  rights 

$2,000  (proceeds  of  sale  of  rights)  less  $1,524.39  (cost  of  old  stock 
apportioned  to  rights)  =$475.61,  profit 

For  the  purpose  of  determining  the  gain  or  loss  from  the  subse- 
quent sale  of  the  stock  in  respect  of  which  tlie  rights  were  issued, 
the  adjusted  cost  of  each  share  is  $121.95— that  is,  $60,975.61 -^  500. 

(2)  If  the  shareholder  exercises  his  rights  to  subscribe,  the  basis 
for  determining  gain  or  loss  from  a  subsequent  sale  of  a  share  of 
the  stock  in  respect  of  which  the  rights  were  issued  shall  be  deter- 
mined as  in  paragraph  (1).  The  basis  for  determining  gain  or  loss 
from  a  subsequent  sale  of  a  share  of  the  stock  obtained  through  exer- 
cising the  rights  shall  be  determined  by  dividing  the  part  of  the  cost 
or  other  basis  of  the  old  shares  assigned  to  the  rights,  plus  the 
subscription  price  of  the  new  shares,  by  the  number  of  new  shares 
obtained. 

Eooonnple:  A  taxpayer  in  1927  purchased  500  shares  of  stock  at 
$125  a  share,  and  in  1928,  by  reason  of  the  ownership  of  such  stock, 
received  500  rights  entitling  him  to  subscribe  to  100  additional  shares 
at  $100  a  share.  Upon  the  issuance  of  the  rights  each  of  the  shares  of 
stock  in  respect  of  which  the  rights  were  issued  had  a  fair  mar- 
ket value  of  $120,  and  the  rights  had  a  fair  market  value  of  $3 
each.  The  taxpayer  exercised  his  rights  to  subscribe  to  the  addi- 
tional shares  and  later  sold  one  of  such  shares  for  $140.  The  profit 
is  computed  as  follows: 
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$ly524.3^  (oost  of  old  stock  apportioned  to  righta  pursuant  to  tfai 
computation  in  the  example  under  paragraph  (1)) +$10,000  (sul>. 
scription  price  of  additional  shares)  =$11,524^,  basis  for  determin- 
ing gain  or  loss  from  sale  of  additional  shares 

$11,524.39-^  100=  $115^4y  basis  for  determining  gain  or  loss  from 
sale  of  each  share  of  additional  stock 

$140  (proceeds  of  sale  of  share  of  additional  stock)  less  $115.24= 
$24.76,  profit 

The  basis  for  determining  the  gain  or  k)ss  from  subsequent  sale 
ol  the  stock  in  respect  of  whidi  the  rights  were  issued  is  $60,975.61  ^ 
500,  or  $121.95  a  share; 

If  the  stock  m  respect  of  which  the  rights  arc  issned  was  purchased 
at  different  times  and  at  different  prices  and  the  identity  of  the  lots 
can  not  be  determined,  or  if  the  stock  in  respect  of  which  tlie  rights 
are  issued  was  purchased  at  different  times  and  at  different  prices  and 
the  stock  rights  issued  in  respect  of  such  stock  can  not  be  identified 
as  having  been  issued  in  respect  of  any  particular  lot  of  such  stock, 
the  basis  for  determining  the  gain  or  loss  from  the  sale  of  the  old 
shares  or  the  rights  in  cases  where  the  rights  are  sold  or  frc«n  the 
sale  ol  the  old  or  new  shares  in  cases  where  the  rights  are  exercised, 
sliall  be  ascertained  in  accordance  with  the  principles  laid  down  m 
article  600. 

The  taxpayer  may  at  his  option  include  the  entire  proceeds  from-^^I^ 
the  sale  of  stock  rights  in  gross  income,  in  which  ease  the.  basis  for^^^2>l-->^ 
determining  gain  or  loi^  from  the  subsequent  sale  of  the  stock  in  ,*.,-cX>-^  \ 
respect  of  which  thi^  rights  were  issued  shall  be  the  same  as  thoogh^*^^^*^ 
the  rights  had  not  been  issued.  f^^Tj^^^^^^" 

Art.  59.  Sale  of  patents  and  copyrigkts.— A  taxpayer  disposing  of  fl^i  "^ 
patents  or  copyrights  hy  sale  should  determine  the  gain  or  loss  aris-  ^uT 
ing  therefrom  by  computing  the  difference  between  the  selling  price  ^ .  ^-v."? 
and  the  cost  or  other  basis,  with  proper  adjustment  for  depreciation, 
as  provided  in  article  561.     (See  also  article  207.) 

Art.  60.  Sale  of  good  will.— Gain  or  loss  from  a  sale  of  good  will 
results  only  when  the  business,  or  a  part  ol  it,  to  which  the  good 
will  attaches  is  sold,  in  which  case  the  gain  or  loss  will  be  determined 
by  comparing^  the  sale  price  with  the  cost  or  other  basis  of  the  assets, 
including  good  will.  (See  article  561.)  If  specific  payment  was 
not  made  for  good  will  acquired  after  February  28,  1913,  there 
can  be  no  deductible  loss  with  respect  thereto,  but  gain  may  be 
realized  from  the  sale  of  good  will  built  up  through  expenditures 
which  have  been  currently  deducted.  It  is  immaterial  that  good 
will  may  never  have  been  carried  on  the  books  as  an  asset,  btrt 
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the  burden  of  proof  is  on  the  taxpayer  to  establish  the  cost  or 
ftur  market  value  on  March  1, 1913,  of  the  good  will  sold. 

Art.  61.  Sale  of  real  property  in  lots. — ^Where  a  tract  of  land  is  pur- 
chased with  a  view  to  dividing  it  into  lots  or  parcels  of  ground  to 
be  sold  as  such,  the  cost  or  other  basis  shall  be  equitably  apportioned 
to  the  several  lots  or  parcels  and  made  a  matter  of  record  on  the 
books  of  the  taxpayer,  to  the  end  that  any  gain  derived  from  the  sale 
of  any  such  lots  or  parcels  which  constitutes  taxable  income  may  be 
returned  as  income  for  the  year  in  which  the  sale  isi  made.  This 
rule  contemplates  that  there  will  be  a  measure  of  gain  or  loss  on 
every  lot  or  parcel  sold,  and  not  that  the  capital  in  the  entire  tract 
shall  be  recovered  before  any  taxable  income  shall  be  returned. 
The  sale  of  each  lot  or  parcel  will  be  treated  as  a  separate  transac- 
tion, and  gain  or  loss  computed  accordingly.  As  to  deductions  for 
future  expense  liabilities,  see  section  23  (o). 

Abt.  62.  Ammities  and  msmance  policies. — Annuities  paid  by  re- 
ligious, charitable,  and  educational  corporations  under  an  annuity 
contract  are,  in  general,  subject  to  tax  to  the  extent  that  the  aggre- 
gate amount  of  the  payments  to  the  annuitant  exceeds  the  amounts 
paid  as  consideration  for  the  contract  But  see  section  22  (b)  (2) 
and  article  82.  An  annuity  charged  upon  devised  land  is  taxable  to 
a  donee-annuitant,  whether  paid  by  the  devisee  out  of  the  rents  of 
the  land  or  from  other  sources.  The  devisee  is  not  required  to  return 
as  gross  income  the  amount  of  rent  paid  to  the  annuitant,  and  he  is 
not  entitled  to  deduct  from  his  gross  income  any  sums  paid  to  the 
annuitant.  Amounts  received  by  an  insured  as  a  return  of  premiums 
paid  by  him  under  life  insurance,  endowment,  or  annuity  contracts, 
such  as  the  so-called  "dividend"  of  a  mutual  insurance  company 
which  may  be  credited  against  the  current  premium,  are  not  subject 
to  tax. 

Abt.  63.^  ImproTements  by  lessees. — When  buildings  are  erected  or 
improvements  made  by  a  lessee  in  pursuance  of  an  agreement  with 
the  lessor,  and  such  buildings  or  improvements  are  not  subject  to 
removal  by  the  lessee,  the  lessor  may  at  his  option  report  the  income 
therefrom* upon  either  of  the  following  bases: 

(a)  The  lessor  may  report  as  income  at  the  time  when  such  build- 
ings or  improvements  are  completed  the  fair  market  value  of  such 
buildings  or  improvements  subject  to  the  lease. 

(h)  The  lessor  may  spread  over  the  life  of  the  lease  the  estimated 
depreciated  value  of  such  buildings  or  improvements  at  the  termina- 
tion of  the  lease  and  report  as  income  for  each  yeax  of  the  lease  an 
aliquot  part  thereof. 
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If  for  any  other  reason  than  a  bona  fide  purchase  from  the  lessee 
l^  the  lessor  the  lease  is  terminated,  so  that  the  lessor  comes  into 
possession  or  control  of  the  property  prior  to  the  time  originally 
fixed  for  the  termination  of  the  lease,  the  lessor  receives  additional 
income  for  the  year  in  which  the  lease  is  so  terminated  to  the  extent 
that  the  value  of  such  buildings  or  improvements  when  he  became 
entitled  to  such  possession  exceeds  the  amount  already  reported  a3 
income  on  account  of  the  erection  of  such  buildings  or  improvements. 
No  appreciation  in  value  due  to  causes  other  than  the  premature 
termination  of  the  lease  shall  be  included.  Conversely,  if  the  build- 
ings or  improvements  are  destroyed  prior  to  the  expiration  of  the 
lease,  the  lessor  is  entitled  to  deduct  as  a  loss  for  the  year  when  such 
destruction  takes  place  the  amount  previously  reported  as  income 
because  of  the  erection  of  such  buildings  or  improvements,  less  any 
salvage  value  subject  to  the  lease  to  the  extent  that  such  loss  wate 
not  compensated  for  by  insurance.  If  the  buildings  or  improvements 
destroyed  were  acquired  prior  to  March  1,  1913,  the  deduction  shall 
be  based  on  the  cost  or  the  value  subject  to  the  lease  as  of  that  date, 
whichever  is  higher,  less  any  salvage  value  subject  to  the  lease  to  the 
extent  that  such  loss  wa^  not  compensated  for  by  insurance.  (See 
articles  130  and  204.) 

Art.  64.  Forgiveness  of  indebtedness.— The  cancellation  and  forgive- 
ness of  indebtedness  may  amount  to  a  payment  of  income,  to  a 
gift,  or  to  a  capital  transaction,  dependent  upon  the  circumstances. 
If,  for  example,  an  individual  performs  services  for  a  creditor,  who 
in  consideration  thereof  cancels  the  debt,  income  to  that  amount  is 
realized  by  the  debtor  as  compensation  for  his  services.  If,  however, 
a  creditor  merely  desires  to  benefit  a  debtor  and  without  any  consid- 
eration therefor  cancels  the  debt,  the  amount  of  the  debt  is  a  gift 
from  the  creditor  to  the  debtor  and  need  not  be  included  in  the  lat- 
ter's  gross  income.  If  a  shareholder  in  a  corporation  which  is 
indebted  to  him  gratuitously  forgives  the  debt,  the  transaction 
amounts  to  a  contribution  to  the  capital  of  the  corporation. 

Art.  65.  Creation  of  sinking  fund  by  corporation.— If  a  corporation, 
in  order  solely  to  secure  the  payment  of  its  bonds  or  other  indebted- 
ness, places  property  in  trust  or  sets  aside  certain  amounts  in  a  sink- 
ing fund  under  the  control  of  a  trustee  who  may  be  authorized  to 
invest  and  reinvest  such  sums  from  time  to  time,  the  property  or 
fund  thus  set  aside  by  the  corporation  and  held  by  the  trustee  is  an 
asset  of  the  corporation,  and  any  gain  arising  therefrom  is  income  of 
the  corporation  and  shall  be  included  as  such  in  its  annual  return. 

Art.  66.  Sale  by  corporation  of  its  capital  stock.— The  proceeds  from 
the  original  sale  by  a  corporation  of  its  shares  of  capital  stock, 
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wheHier  such  proceeds  are  in  excess  of  or  less  than  the  par  value  of 
the  stodt  issued,  constitute  the  capital  of  the  company.  If  the  stock 
is  sold  at  a  premium,  the  premium  is  not  income.  Likewise,  if  the 
stock  is  sold  at  a  discount,  the  amount  of  the  discount  is  not  a  loss 
deductible  from  gross  income.  If,  for  the  purpose  of  enabling  a 
corporation  to  secure  working  capital  or  for  any  other  purpose,  the 
shareholders  donate  or  return  to  the  corporation  to  be  resold  by  it 
oertain  shares  of  stock  of  tlie  company  previously  issued  to  them,  or 
if  the  corporation  purchases  any  of  its  stock  and  holds  it  as  treasury 
stock,  the  sale  of  such  stock  will  be  considered  a  capital  transac- 
tion and  the  proceeds  of  such  sale  will  be  treated  as  capital  and 
will  not  constitute  income  of  the  corporation.  A  corporation  realizes 
no  gain  or  loss  from  the  purchase  or  sale  of  its  own  stock.  (See 
article  170.) 

Abt.  67.  ContribmtiiHu  to  ooiporatioii  by  shareholders. — Where  a  cm-- 
poration  requires  additional  funds  for  conducting  its  business  and 
€>btains  such  needed  money  through  voluntaiy  pro  rata  payments  by 
its  shareholders,  the  amounts  so  received  being  credited  to  its  surplus 
account  or  to  a  special  capital  account,  such  amounts  will  not  be 
considered  income,  although  there  is  no  increase  in  the  outstanding 
shares  of  stock  of  the  corporation.  The  payments  in  such  circum- 
stances are  ii>  the  nature  of  voluntary  assessments  upon,  and  repre- 
sent an  additional  price  paid  for,  the  shares  of  stock  held  by  the 
individual  shareholders,  and  will  be  treated  as  an  addition  to  and 
as  a  part  of  the  operating  capital  of  the  company.  (See  articles 
64  and  282.) 

AvT.  68.  Sale  and  retirement  by  corporation  of  itt  bonds. — (1)  (a)  II 
bonds  are  issued  by  a  corporation  at  their  face  value,  the  corporation 
realizes  no  gain  or  loss,  (b)  If  thereafter  the  corporation  purcliases 
and  retires  any  of  such  bonds  at  a  price  in  excess  of  the  issuing  price 
or  face  value,  the  excess  of  the  purchase  price  over  the  issuing  price 
or  face  value  is  a  deductible  expense  for  the  taxable  year,  (c)  If, 
however,  the  corporati<m  purchases  and  retires  any  of  such  bonds  at  a 
price  less  than  the  issuing  price  or  face  value,  tlie  excess  of  the  issuing 
price  or  face  value  over  the  purchase  price  is  gain  or  income  for  the 
taxable  year. 

(2)  (a)  If  bonds  are  issued  by  a  corporation  at  a  premium,  the 
net  amount  of  such  premium  is  gain  or  income  which  should  be  pro- 
rated or  amortized  over  the  life  of  the  bonds,  (b)  If  thereafter  the 
corporation  purchases  and  retires  any  of  such  bonds  at  a  price  in 
excess  of  the  issuing  price  minus  any  amount  of  premium  already 
returned  as  income,  the  excess  of  the  purchase  price  over  the  issuing 
price  minus  any  amount  of  premium  already  returned  as  income  (or 


over  the  face  value  plus  any  amount  of  premium  not  yet  returned  as 
income)  is  a  deductible  expense  for  the  taxable  year,  (o)  If,  how- 
ever, the  corporation  purchases  and  retires  any  of  such  bonds  at  a 
price  less  than  the  issuing  price  minus  any  amount  of  premium 
already  returned  as  income,  the  excess  of  the  issuing  price  minus  any 
amount  of  premium  already  returned  as  income  (or  of  the  face  value 
plus  any  amount  of  premium  not  yet  returned  as  income)  over  the 
purchase  price  is  gain  or  income  for  the  taxable  year. 

(3)  (a)  If  bonds  are  issued  by  a  corporation  at  a  discount,  the  net 
amount  of  such  discount  is  deductible  and  should  be  prorated  or 
amortized  over  the  life  of  the  bonds,  (b)  If  thereafter  the  cor- 
poration purchases  and  retires  any  of  such  bonds  at  a  price  in  excess 
of  the  issuing  price  plus  any  amount  of  discount  already  deducted, 
the  excess  of  the  purchase  price  over  the  issuing  price  plus  any 
amount  of  discount  already  deducted  (or  over  the  face  value  minus 
any  amount  of  discount  not  yet  deducted)  is  a  deductible  expense  for 
the  taxable  year,  (c)  If,  however,  the  corporation  purchases  and 
retires  any  of  such  bonds  at  a  price  less  than  the  issuing  price  plus 
any  amount  of  discount  already  deducted,  the  excess  of  the  issuing 
price  plus  any  amount  of  discount  already  deducted  (or  of  the  face 
value  minus  any  amount  of  discount  not  yet  deducted)  over  the  pur- 
chase price  is  gain  or  income  for  the  taxable  year. 

Art.  69.  Sale  of  capital  assets  by  corporation. — Wliere  property  is 
acquired  and  later  sold  for  an  amount  in  excess  of  the  cost  or  other 
basis,  the  gain  on  the  sale  is  income.  Where,  then,  a  corporation 
sells  its  capital  assets  in  whole  or  in  part,  it  shall  include  in  its  gross 
income  for  the  year  in  which  the  sale  was  made  the  gain  from  such 
sale  computed  as  provided  in  sections  111-lia  and  articles  561-604. 
If  the  purchaser  takes  over  all  the  assets  and  assumes  the  liabilities, 
the  amount  so  assumed  is  part  of  the  selling  price. 

Art.  70.  Income  to  lessor  corporation  from  leased  property. — Where 
a  corporation  has  leased  its  property  in  consideration  that  the  lessee 
shall  pay  in  lieu  of  other  rental  an  amount  equivalent  to  a  certain 
rate  of  dividend  on  the  lessor's  capital  stock  or  the  interest  on  the 
lessor's  outstanding  indebtedness,  together  with  taxes,  insurance,  or 
other  fixed  charges,  such  payments  shall  be  considered  rental  pay- 
ments and  shall  be  returned  by  the  lessor  corporation  as  income,  not- 
withstanding the  fact  that  the  dividends  and  interest  are  paid  by 
the  lessee  directly  to  the  shareholders  and  bondholders  of  the  lessor. 
The  fact  that  a  corporation  has  conveyed  or  let  its  property  and  has 
parted  with  its  management  and  control,  or  has  ceased  to  engage  in 
the  business  for  which  it  was  originally  organized,  will  not  relieve  it 
from  liability  to  the  tax.    While  the  payments  made  by  the  lessee 
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directly  to  the  bondholders  or  shareholders  of  the  lessor  are  rentals 
as  to  both  the  lessee  and  lessor  (rentals  paid  in  one  case  and  rentals 
received  in  the  other),  to  the  bondholders  and  the  shareholders  such 
amounts  are  interest  and  dividend  paymente  received  as  from  the 
lessor  and  as  such  shall  be  accounted  lor  in  their  returns. 

Art.  71.  Gross  income  of  corporation  in  liquidation. — When  a  cor- 
poration  is  dissolved,  its  affairs  are  usually  wound  up  by  a  receiver 
or  trustees  in  dissolution.  The  corporate  existence  is  continued  for 
the  purpose  of  liquidating  the  assets  and  paying  the  debts,  and  such 
receiver  or  trustees  stand  in  the  stead  of  the  corporation  for  such 
purposes.  (See  sections  274  and  298  and  articles  1191  and  1192.) 
Any  sales  of  property  by  them  are  to  be  treated  as  if  made  by  the 
corporation  for  the  purpose  of  ascertaining  the  gain  or  loss.  No 
gain  or  loss  is  realized  by  a  corporation  from  the  mere  distribution 
of  its  assets  in  kind  in  partial  or  complete  liquidation,  however  they 
may  have  appreciated  or  depreciated  in  value  since  their  acquisition. 
But  see  section  44  (d)  and  article  355.    (See  further  article  392.) 

[SEC.  22.  GROSS  INCOME.] 

(b)  Ezclvtions  from  grots  Income. — The  fbllowing  items  sball  not 
be  included  in  gross  income  and  sball  be  exempt  fnMn  taxation  under 
tills  title : 

(1)  Lnw  INSURANCR — ^Amounts  received  under  a  life  insurance 
contract  paid  by  reason  of  tbe  death  of  the  insured,  whether  in  a 
single  sum  or  in  installments  (but  if  such  amounts  are  held  by  the 
insurer  under  an  agreement  to  pay  interest  thereon,  the  interest 
payments  shall  be  included  in  gross  income)  ; 

(2)  Annuities,  etc. — ^Amounts  received  (other  than  amounts 
paid  by  reason  of  the  death  of  the  insured  and  interest  payments  on 
such  amounts)  under  a  life  insurance,  endowment,  or  annuity  con- 
traett  but  if  such  amounts  (when  added  to  amounts  received  before 
the  taxable  year  under  such  contract)  exceed  the  aggregate 
premiums  or  consideration  paid  (whether  or  not  paid  during  the 
taxable  year)  then  the  excess  shall  be  included  in  gross  income. 
In  the  case  of  a  transfer  for  a  valuable  consideration,  by  assign- 
ment or  otherwise,  of  a  life  insurance,  endowment,  or  annuity 
contract,  or  any  interest  therein,  cMily  the  actual  value  of  such  con- 
sideration and  the  amount  of  the  premiums  and  other  sums  subse- 
quently paid  by  the  transferee  shall  be  exempt  from  taxation  under 
paragrtti^  (1)  or  this  paragraph; 

(3)  GUTS,  BEQUESTS,  AND  DEVISES. — The  value  of  property  ac- 
quired by  gift,  bequest,  devise,  or  inheritance  (but  the  income  from 
such  property  shall  be  included  in  gross  income)  ; 

(4)  Tax-fbeb  INTESB8T. — ^lutercst  upon  (A)  the  obligations  of  a 
State,  TerritoiT,  or  any  political  subdivision  thereof,  or  the  Dis- 
trict of  Columbia;  or  (B>  securities  issued  under  the  provisions  of 
the  Federal  Farm  Loan  Act,  or  under  the  provisions  of  such  Act 
as  amended;  or  (C)  tbo  obligations  of  the  United  States  or  its 


posse«isions.  Every  person  owning  any  of  the  obligations  or  securi- 
ties enumerated  in  clause  (A),  (B),  or  (C)  shall,  in  the  return 
required  by  this  title,  submit  a  statement  showing  the  number  and 
amount  of  such  obligations  and  securities  owned  by  him  and  the 
income  received  therefrom,  in  such  form  and  with  such  information 
as  the  Commissioner  may  require.  In  the  case  of  obligations  of 
the  United  States  issued  after  September  1,  1917  (other  than  postal 
savings  certificates  of  deposit),  the  interest  shall  be  exempt  only 
if  and  to  the  extent  provided  in  the  respective  Acts  authorizing 
the  issue  thereof  as  amended  and  supplemented,  and  shall  be  ex- 
cluded from  gross  income  only  if  and  to  the  extent  it  is  wholly 
exempt  to  tlie  taxpayer  from  income  taxes ; 

(5)  Compensation  fob  injuries  or  sickneiss. — Amounts  r^ 
ceived,  through  accident  or  health  insurance  or  under  workmen's 
compensation  acts,  as  compensation  for  i)ersonal  injuries  or  sick- 
ness, plus  the  amount  of  any  damages  received  whether  by  suit  <Mr 
agreement  on  account  of  such  injuries  or  sickness ; 

(6)  Pensions  and  World  War  compensation  payments. — 
Amounts  received  as  compensation,  family  allotments  and  allow- 
ances under  tlie  provisions  of  the  War  Risk  Insurance  and  the 
Vocational  Rehabilitation  Acts  or  the  World  War  Veterans'  Act, 
1924,  or  as  pensions  from  the  United  States  for  service  of  the 
beneficiary  or  another  in  the  military  or  naval  forces  of  the  United 
States  in  time  of  war,  or  as  a  State  pension  for  services  rendered 
by  the  beneficiary  or  another  for  which  the  State  is  paying  & 
pension ; 

(7)  Building  and  loan  associations. — ^The  amount  received  by 
an  individual  as  dividends  or  interest  from  domestic  building  and 
loan  associations,  substantially  all  the  business  of  which  is  con- 
fined to  making  loans  to  members,  but  the  amount  excluded  from 
gross  income  under  this  paragraph  in  any  taxable  year  shall  not 
exceed  $300; 

(8)  Ministers.— The  rental  value  of  a  dwelling  house  and  ap- 
purtenances thereof  furnished  to  a  minister  of  the  gospel  as  part 
of  his  compensation ; 

(9)  Miscellaneous  items.— The  following  items,  to  the  extent 
provided  in  section  116 : 

Earned  income  from  sources  without  the  United  States ; 
Salaries  of  certain  Territorial  employees ; 
The  income  of  foreign  governments ; 

Income  of  States,  municipalities  and  other  political  subdivi- 
sions ; 

Receipts  of  ship  owners'  mutual  protection  and  indemnity 
associations ; 

Dividends  from  China  Trade  Act  corporations. 

Apt.  81.  Exclusions  from  gross  income.— The  term  "  gross  income  " 

as  used  in  the  Act  does  not  include  those  items  of  income  exempted 

by  statute  or  by  fundamental  law.     The  exemption  of  such  income 

should  not  be  confused  with  the  reduction  of  taxable  income  by  the 
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application  of  ftllowabls  deductions.  Every  person  owning  obliga- 
tions of  a  State,  Territory,  any  political  subdivision  thereof,  or  the 
District  of  CJolumbia;  securities  issued  under  the  provisions  of  the 
Federal  Farm  Loan  Act  or  of  such  Act  as  amended;  or  obligations 
of  the  United  States  or  its  possessions,  must,  however,  submit  in 
his  income  tax  return  a  statement  showing  the  number  and  amount  of 
such  obligations  and  securities  owned  and  the  income  received  there- 
from. For  additional  exclusions  from  gross  income,  see  section  116 
and  articles  641-648. 

Art.  82.  Proceeds  of  insurance — Compensation—Pensions. — ^The  pro- 
ceeds of  life  insurance  policies,  paid  by  reason  of  the  death  of  an 
insured  to  his  estate  or  to  any  beneficiary  (individual,  partnership,  or 
corporation,  but  not  a  transferee  for  a  valuable  consideration), 
directly  or  in  trust,  are  excluded  from  the  gross  income  of  the  bene- 
ficiary. It  is  immaterial  whether  the  proceeds  are  received  in  a 
single  sum  or  in  installments.  If,  however,  such  proceeds  are  held 
by  the  insurer  under  an  agreement  to  pay  interest  thereon,  the  inter- 
est paym^its  must  be  included  in  gross  income.  Amounts  received 
(other  than  amounts  paid  by  reason  of  the  death  of  the  insured  and 
interest  payments  on  such  amounts)  under  a  life  insurance,  endow- 
ment,  or  annuity  contract  are  excluded  from  gross  income,  but  if  such 
amounts  (when  added  to  amounts  received  before  the  taxable  year 
under  sudi  contract)  exceed  the  aggregate  premiums  or  considera- 
tion paid  (whether  or  not  paid  during  the  taxable  year)  then  the 
excess  shall  be  included  in  gross  income.  (See  article  62.)  How- 
ever, in  the  case  of  a  transfer  for  a  valuabk  consideration,  by  assign- 
ment or  otherwise,  of  a  life  insurance,  endowment,  or  annuity  con- 
tract, or  any  interest  therein,  only  the  actual  value  of  such  consid- 
eration and  the  amount  of  the  premiums  and  other  sums  subsequently 
paid  by  the  transferee  are  exempt  from  taxation.  The  amounts 
received  by  an  insured  or  his  estate  or  other  beneficiaries  through 
accident  or  health  insurance  or  under  workmen's  comi>ensation  acts 
as  compensation  for  personal  injuries  or  sickness  are  excluded  from 
the  gross  income  of  the  insured,  his  estate,  and  other  beneficiaries. 
Any  damages  recovered  by  suit  or  agreement  on  account  of  such 
injuries  or  sickness  are  similarly  excluded  from  the  gross  income  of 
the  individual  injured  or  sick,  if  living,  or  of  his  estate  or  other  bene- 
ficiaries entitled  to  receive  such  damages,  if  dead.  (See  further 
article  283.)  Since  June  25,  1918,  no  assessment  of  any  Federal  tax 
may  be  made  on  any  allotments,  family  allowances,  compensation, 
or  death  or  disability  insurance  payable  under  the  War  Risk  Insur- 
ance Act  of  September  2,  1014,  as  amended,  even  though  the  benefit 
accrued  befm'e  t^at  date.  In  addition  to  this  exemption  from  all 
Federal  taxes,  the  Revenue  Act  of  1928  exempts  from  income  tax 


amounts  received  as  compensation,  family  allotments,  and  allow- 
ances under  the  provisions  of  the  War  Risk  Insurance  Act,  the  Voca- 
tional Rehabilitation  Act,  or  the  World  War  Veterans'  Act,  1924, 
or  as  pensions  from  the  Unitetl  States  for  service  of  the  b^eficiary 
or  another  in  the  military  or  naval  forces  of  the  United  States  in 
time  of  war,  or  as  a  State  pension  for  services  rendered  by  the  bene- 
ficiary or  another  for  wliich  the  State  is  paying  a  pension.  As  to 
meaning  of  "military  and  naval  forces  of  the  United  States,"  see 
section  701  (a)  (14). 

Art.  83.  Gifts  and  bequests.— Property  received  as  a  gift,  or  received 
under  a  will  or  under  statutes  of  descent  and  distribution,  is  exempt 
from  the:  income  tax,  although  the  income  therefrom  derived  from 
investment,  sale,  or  otherwise  is  not.  An  amount  of  principal  paid 
under  a  marriage  settlement  is  a  gift.  Neither  alimony  nor  an 
allowance  based  on  a  separation  agreement  is  taxable  income.  (See 
article  281.) 

Art.  84.  Interest  upon  State  obligations.— Interest  upon  the  obliga- 
tions of  a  State,  Territory,  or  any  political  subdivision  thereof,  or 
the  District  of  Columbia  is  exempt  from  the  income  tax.  Obliga- 
tions issued  by  or  on  behalf  of  the  State  or  Territorv  or  a  duly 
organized  political  subdivision  acting  by  constituted  authorities  em- 
powered to  issue  such  obligations,  are  the  obligations  of  a  State  or 
Territory  or  a  political  subdivision  thereof.  The  term  "  jx)litical 
subdivision  "  denotes  any  division  of  the  State  or  Territory  made  by 
the  proper  authorities  thereof  acting  within  their  constitutional 
powers.  Political  subdivisions  of  a  State  or  Territory,  within  the 
meaning  of  the  exemption,  include  special  assessment  districts  so 
created,  such  as  road,  water,  sewer,  gas,  light,  reclamation,  drainage, 
irrigation,  levee,  school,  harbor,  port  improvement,  and  similar  dis- 
tricts and  divisions  of  a  State  or  Territory. 

Art.  85.  Dividends  and  interest  from  Federal  land  banks,  Federal  inter- 
mediate credit  banks,  and  national  farm-loan  associations.— As  section  26 
of  the  Federal  Farm  Loan  Act  of  July  17,  1916  (39  Stat.,  360),  as 
amended  by  an  Act  approved  March  4, 1923  (42  Stat,  1454),  provides 
that  Federal  land  banlcs.  Federal  intermediate  credit  banks,  and 
national  farm-loan  associations,  including  the  capital  and  reserve 
or  surplus  therein  and  the  income  derived  therefrom,  shaU  be  exempt 
from  taxation,  except  taxes  upon  real  estate,  and  that  first  mortgages 
executed  to  Federal  land  banks.  Federal  intermediate  credit  banks, 
or  to  joint  stock  land  banks,  and  farm-loan  bonds,  and  debentures 
issued  by  intermediate  credit  banks,  with  the  income  therefrom, 
shall  be  exempt  from  taxation,  the  income  derived  irom  dividends 
on  stock  of  Federal  land  banks,  Federal  intermediate  credit  banks, 
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^rSvl?        ^     f     u'"*  ™'»^*«»g««'  ««•  from  such  farm-loan  bonds 
or  debentures,  is  not  subject  to  the  income  tax 

viT'i^  Wvidend.  from  Federal  ttntrvt  banks—Section  7  of  the 
Federal  Reserve  Act  of  December  23,  1913,  provides  that  Federal 

the  mcome  derived  therefrom,  shall  be  exempt  from  taxation  except 

tax^  upon  real  ^tate.     This  exemption  attaches  to  and  folW  the 

mcome  derived  from  dividends  on  stock  of  Federal  re^rve Tank' 

L  ^ocSfI^'^,  shareholders,  so  that  the  dividends  received  on 

Sn^« Tf  '  r     ^'^  '"•^*^.''  ^'"'''^'  ''°^«^«'-'  «r«  t-^^ted  like  divi- 
dends of  ordinary  corporations. 

r,^\?''  ^r'T  uponUnited  States  obligations.-Although  interest 
upon  the  obligations  of  the  United  States  and  its  possessions  is 

tYficS  «'»te%«*^'\September  1,  1917,  which  include  Treasury  cer- 
cateMhe  Liberty  bond  issu^  (except  the  first  Liberty  loan  3i/,  per 

S"L^l'^;r '  TT""^  °^**^'  ^'^^  '""'^^ '«  exemptfrom  tax  only 
If  and  to  the  extent  provided  in  the  Acts  authorizing  the  issue 
thereof,  as  amended  and  supplemented.  The  interest  on  all  these 
obligations  IS  exempt  from  the  normal  income  tax. 

exe^nrt  *"*  S^'/'t  ^^""^  ''*'*°  ^'/^  P*'-  «>"*  ^^^^  '^  entirely 
exempt  from  Federal,  State,  and  local  taxation,  except  estate  or 

wT!^^  f^'r^u  *^''  "''^^"**  exemption  does  not  extend  to  the 

J^r  cent I'd^T  "^ '""  """'^  ^'''^^'  *  ^'  ""*  ''"^  ^^/* 

Liberty  4  per  cent  and  4%  per  cent  bonds,  Treasury  bonds  Tieas 
«7  certificates  of  indebtedness,  Treasury  savings  certificates,  and 
Treasm7.  notes  are  exempt,  both  as  t«  principal  and  interest,  from 
aU  taxation  now  or  hereafter  imposed  by  the  United  States,  any 
btate,  or  any  of  the  possessions  of  the  United  States,  or  by  any  local 
taxing  authority,  except  («)  estai*  or  inheritance  taxes,  and  (b) 
surtax^  and  excess-profits  and  war-profits  taxes,  now  or  hereafter 
imposed  by  the  United  States,  upon  the  income  or  profits  of  individ- 
uals, partnerships,  associations,  or  corporation^. 

nr^'i?/  r  T*  ""I.*'/*  P*"-  **"*  ^''^'^  Treasury  bonds,  Treas- 
rZ.S  r.  i  '"ff"^'^^  ""d  Treasury  savings  cerlificates 
are  entitled  to  a  limited  exemption  from  surtaxes  and  excess-profits 
taxes  now  or  hereafter  imposed  by  the  United  States.  Interest  on 
M»  aggr^te  of  not  exceeding  $5,000  principal  amount  of  these  obli- 

»8ee  T.  Ds.  427«  and  4292,  pp.  348,  351.  " 
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I  gations  is  exempt  from  the  surtax  imposed  by  section  12.  Interest 
in  excess  of  the  interest  on  an  aggregate  of  not  exceeding  $5,000  prin- 
cipal amount  of  such  obligations  is  subject  to  surtax  and  must  be 
included  in  gross  income.  This  limited  exemption  does  not  apply  to 
the  interest  on  Treasury  notes. 

Interest  credited  to  postal  savings  accounts  upon  moneys  deposited 
in  postal  savings  banks  is  wholly  exempt  from  income  tax. 

Art.  88.  Exemption  of  Treasury  savings  certificates.— Treasury  sav- 
ings certificates  are  issued  under  the  Second  Liberty  Bond  Act  of 
September  24,  1917,  as  amended.  Such  certificates  are  not  trans- 
ferable, nor  is  it  lawful  for  any  one  person  at  any  one  time  to  hold 
more  than  $5,000,  maturity  value,  of  any  one  series  thereof.  The 
principal  amount  of  such  certificates  for  the  purpose  of  computing 
the  exemption  is  their  issue  price. 

In  the  case  of  a  taxpayer  reporting  income  on  the  basis  of  cash 
receipts  and  disbursements,  the  diflference  between  the  issue  price  of 
the  savings  certificates  and  the  amount  received  upon  their  redemp- 
tion is  deemed  to  be  income  to  the  holder  in  the  taxable  year  when 
received.     The  amount  thus  received  is  exempt  from  all  State  and 
local  taxation  (except  estate  and  inheritance  taxes)  and  from  the 
normal  Federal  income  tax  and  the  corporation  income  tax.    It  is 
not  exempt  from  surtaxes,  except  to  the  extent  that  it  falls  within  the 
exemption  described  in  article  87,  in  respect  of  the  interest  on  an 
aggregate  principal  amount  of  4  and  4i,4  per  cent  Liberty  bonds 
Treasury  bonds,  Treasury  certificates  of  indebtedness,  and  Treasury 
savings  certificates,  not  exceeding  $5,000.    For  the  purpose  of  com- 
puting this  hmited  exemption,  savings  certificates  are  to  be  taken  at 
issue  price,  and  if  the  exemption  is  claimed  with  respect  to  any  hold- 
ings of  savings  certificates  it  will  be  deemed  to  cover  the  period  during 
which  the  taxpayer  holds  the  savings  certificates  in  respect  of  wWch 
the  exemption  is  claimed,  and  not  merely  the  taxable  year  in  which  the 
certificates  are  redeemed.    In  other  words,  if  the  taxpayer  holds  and 
claims  exemption  upon  $4,000  (issue  price)  of  savings  certificates  of 
the  Series  1924,  for  the  full  period  of  6  years  to  maturity,  he  will 
not  be  allowed  any  exemption  with  respect  to  any  other  holdin<rs 
m  excess  of  $1,000  of  4  and  41^  per  cent  Liberty  bonds.  Treasury 
bonds,  and  Treasury  certificates  of  indebtedness  or  savings  certificates 
under  the  $5,000  limited  exemption  described  in  article  87  for  any 

IT^^^^"  ^"^-y^''''  P«"0<1-  If,  on  the  other  hand,  the  holder  of 
*4,000  (issue  price)  of  savings  certificates.  Series  1924,  has  during 
the  prior  four  years  taken  the  full  benefit  of  the  $5,000  limited 
exemption  with  respect  to  other  holdings  of  bonds  or  certificates,  he 
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will  not  be  allowed  exemption  in  tlie  fifth  year  for  more  than 
the  amount  by  which  the  maturity  value  of  the  savings  certificates 
exceeds  the  published  redemption  price  at  the  beginning  of  that  year. 

In  the  case  of  a  taxpayer  reporting  on  the  accrual  basis,  the  interest 
to  be  reported  for  each  year  is  the  excess  of  the  published  redemption 
price  of  the  certificates  at  the  end  of  his  accounting  year,  or  of  the 
amount  received  upon  redemption,  if  redeemed  during  the  year,  over 
the  corresponding  published  price  for  the  beginning  of  that  year; 
and  the  interest  exempt  from  taxation,  if  any,  is  the  proportion  of 
the  interest  accrued  that  the  portion  of  the  issue  price  includible 
in  the  exemption  for  each  year  is  of  the  total  issue  price. 

Abt.  89.  Liberty  loan  bond  ezemptioii  in  ibe  oaae  of  trusts  or  partner- 
ships.— (a)  When  the  income  of  a  trust  is  taxable  to  beneficiaries,  as 
in  the  case  of  a  trust  the  income  of  which  is  to  be  distributed  to  the 
beneficiaries  currently,  each  beneficiary  is  entitled  to  exemption 
as  if  he  owned  directly  a  proportionate  part  of  the  Liberty  loan 
bonds  held  in  tiiist.  When,  on  the  other  hand,  income  is  taxable  to 
the  trustee,  as  in  the  case  of  a  trust  the  income  of  which  is  accumu- 
lated for  the  benefit  of  unborn  or  unascertained  persons,  the  trust, 
as  the  owner  of  the  bonds  held  in  trust,  is  entitled  to  the  exemption 
on  account  of  such  ownership. 

(6)  As  the  income. of  a  partnership  is  taxable  to  the  individual 
partners,  each  partner  is  entitled  to  exemption  as  if  he  owned 
directly  a  proportionate  part  of  the  bonds  held  by  the  partnership. 

Abt.  90.  Interest  upon  United  States  obligations  in  the  case  of  non- 
resident aliens  and  certain  foreign  organisations. — By  virtue  of  section  4 
of  the  Victory  Liberty  Loan  Act  of  March  3,  1919,  amending  section 
a  of  the  Fourth  Liberty  Bond  Act  of  July  9,  1918,  the  interest 
received  on  and  after  March  3,  1919,  on  bonds,  notes,  and  certificates 
of  indebtedness  of  the  United  States  while  beneficially  owned  by  a 
nonresident  alien  individual,  or  a  foreign  corporation,  partnership, 
or  association,  not  engaged  in  business  in  the  United  States,  is  exempt 
from  income  taxes. 

Art.  91.  Income  accrued  prior  to  March  1,  1913. — Any  claim  existing 
unconditionally  on  March  1,  1913,  whether  presently  payable  or  not, 
and  held  by  a  taxpayer  prior  to  March  1,  1913,  whether  evidenced 
by  writing  or  not,  and  all  interest  which  had  accrued  thereon  before 
that  date,  do  not  constitute  taxable  income,  although  actually  recov- 
ered or  received  subsequent  to  such  date.  Interest  accruing  on  or 
after  that  date  is  taxable  income.  Where  an  interest-bearing  claim 
held  on  February  28,  1913,  is  paid  in  whole  or  in  part  after  that 
date,  any  gain  derived  from  the  payment  of  the  claim  is  taxable. 
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The  amount  of  such  gain  is  the  excess  of  the  proceeds  of  the  claim 
(both  principal  and  interest)  exclusive  of  any  interest  accrued  since 
February  28,  1913,  already  returned  as  income,  over  the  cost  thereof 
(both  principal  and  interest  then  accrued).  However,  the  gain  to 
be  included  in  gross  income  where  the  fair  market  value  of  the  claim 
as  of  March  1,  1913,  is  greater  than  the  cost  thereof,  is  the  excess 
of  the  amount  received  over  such  value.  In  the  case  of  an  insurance 
policy  its  surrender  value  as  of  March  1,  1913,  may  be  used  as  a 
basis  for  the  purpose  of  ascertaining  the  gain  derived  from  its 
sale  or  other  disposition.  Where  services  were  rendered  prior  to 
March  1,  1913,  but  paid  for  thereafter,  the  amount  received  is  tax- 
able income  to  the  extent  of  the  excess  of  such  amount  over  the  fair 
market  value  on  March  1,  1913,  of  the  principal  of  the  claim  and  any 
interest  which  had  then  accrued. 

[SEC.  22.  GROSS  INCOME.] 

(c)  Inventories. — Whenever  in  the  opinion  of  the  CJommissioner  the 
use  of  inventories  is  necessary  in  order  clearly  to  detennine  the  income 
of  any  taxpayer,  inventories  shall  be  taken  by  such  taxpayer  upon  such 
basis  as  the  Commissioner,  with  the  approval  of  the  Secretary,  may  pre- 
scribe as  conforming  as  nearly  as  may  be  to  the  best  accounting  iH-actice 
in  the  trade  or  business  and  as  most  clearly  reflecting  the  incoma 

Art.  101.  Need  of  inventories. — ^In  order  to  reflect  the  net  income 
correctly,  inventories  at  the  beginning  and  end  of  each  year  are 
necessary  in  every  case  in  which  the  production,  purchase,  or  sale  of 
merchandise  is  an  income-producing  factor.  The  inventory  should 
include  raw  materials  and  supplies  on  hand  that  have  been  acquired 
for  sale,  consumption,  or  use  in  productive  processes,  together  with 
all  finished  or  partly  finished  goods.  Only  merchandise  title  to 
which  is  vested  in  the  taxpayer  should  be  included  in  the  inventory. 
Accordingly,  the  seller  should  include  in  his  inventory  goods  under 
contract  for  sale  but  not  yet  segregated  and  applied  to  the  contract 
and  goods  out  upon  consignment,  but  should  exclude  from  inventory 
goods  sold,  title  to  which  has  passed  to  the  purchaser.  A  purchaser 
should  include  in  inventory  merchandise  purchased,  title  to  which 
has  passed  to  him,  although  such  merchandise  is  in  transit  or  for 
other  reasons  has  not  been  reduced  to  physical  possession,  but  should 
not  include  goods  ordered  for  future  delivery,  transfer  of  title  to 
which  has  not  yet  been  effected.  Taxpayers  are  not  required  to  file 
with  their  returns  for  1928  and  subsequent  taxable  years  certificates 
of  inventory  on  Form  1126. 
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Art.  102.  Valuation  of  inventories.— Section  22   (c)   provides  two 
tests  to  which  each  inventory  must  conform : 

(1)  It  must  conform  as  nearly  as  may  be  to  the  best  accounting 
practice  in  the  trade  or  business,  and 

(2)  It  must  clearly  reflect  the  income. 

It  follows,  therefore,  that  inventory  rules  can  not  be  imiform  but 
must  give  effect  to  trade  customs  which  come  within  the  scope  of  the 
best  accounting  practice  in  the  particular  trade  or  business.  In  order 
clearly  to  reflect  income,  the  inventory  practice  of  a  taxpayer  should 
be  consistent  from  year  to  year,  and  greater  weight  is  to  be  given  to 
consistency  than  to  any  particular  method  of  inventorying  or  basis  of 
valuation  so  long  as  the  method  or  basis  used  is  substantially  in  ac- 
cord with  these  regulations.  An  inventory  that  can  be  used  under 
the  best  accounting  practice  in  a  balance  sheet  showing  the  financial 
position  of  the  taxpayer  can,  as  a  general  rule,  be  regarded  as  clearly 
reflecting  his  income. 

The  bases  of  valuation  most  commonly  used  by  business  concerns 
and  which  meet  the  requirements  of  section  22  (c)  are  (a)  cost  and 
(b)  cost  or  market,  whichever  is  lower.  (For  inventories  by  dealers 
in  securities,  see  article  105.)  Any  goods  in  an  inventory  which  are 
unsalable  at  noi-mal  prices  or  unusable  in  the  normal  way  because 
of  damage,  imperfections,  shop  wear,  changes  of  style,  odd  or 
broken  lots,  or  other  similar  causes,  including  second-hand  goods 
taken  in  exchange,  should  be  valued  at  bona  fide  selling  prices  less 
cost  of  selling,  whether  basis  (a)  or  (h)  is  used,  or  if  such  goods 
consist  of  raw  materials  or  partly  finished  goods  held  for  use  or 
consumption,  they  shall  be  valued  upon  a  reasonable  basis,  taking 
into  consideration  the  usability  and  the  condition  of  the  goods,  but 
in  no  case  shall  such  value  be  less  than  the  scrap  value.  Bona  fide 
selling  price  means  actual  offering  of  goods  during  a  period  ending 
not  later  than  30  days  after  inventory  date.  The  burden  of  proof 
will  rest  upon  the  taxpayer  to  show  that  such  exceptional  goods  as 
are  valued  upon  such  selling  basis  come  within  the  clarifications 
indicated  above,  and  he  shall  maintain  such  records  of  the  disposi- 
tion of  the  goods  as  will  enable  a  verification  of  the  inventory  to  be 
made. 

In  respect  to  normal  goods,  whichever  basis  is  adopted  must  be 
applied  with  reasonable  consistency  to  the  entire  inventory.  Tax- 
payers were  given  an  option  to  adopt  the  basis  of  either  (a)  cost  or 
(h)  cost  or  market,  whichever  is  lower,  for  their  1920  inventories. 
The  basis  adopted  for  that  year  is  controlling,  and  a  change  can 
now  be  made  only  after  permission  is  secured  from  the  Commissioner. 
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Application  for  permission  to  change  the  basis  of  valuing  inven- 
tories shall  be  made  at  least  30  days  prior  to  the  close  of  the  taxable 
year  for  which  the  change  is  to  be  effective.  Goods  taken  in  the 
inventory  which  have  been  so  intermingled  that  they  can  not  be 
identified  with  specific  invoices  will  be  deemed  to  be  the  goods  most 
recently  purchased  or  produced,  and  the  cost  thereof  will  be  the 
actual  cost  of  the  goods  purchased  or  produced  during  the  period 
in  which  the  quantity  of  goods  in  the  inventory  has  been  acquired. 
Where  the  taxpayer  maintains  book  inventories  in  accordance  with 
a  sound  accounting  system  in  which  the  respective  inventory  accounts 
are  charged  with  the  actual  cost  of  the  goods  purchased  or  produced 
and  credited  with  the  value  of  goods  used,  transferred,  or  sold,  cal- 
culated upon  the  basis  of  the  actual  cost  of  the  goods  acquired  during 
the  taxable  year  (including  the  inventory  at  the  beginning  of  the 
year),  the  net  value  as  shown  by  such  inventory  accounts  will  be 
deemed  to  be  the  cost  of  the  goods  on  hand.  The  balances  .^hown  by 
such  book  inventories  should  be  verified  by  physical  inventories  at 
reasonable  intervals  and  adjusted  to  conform  therewith. 

Inventories  should  be  recorded  in  a  legible  manner,  properly  com- 
puted and  summarized,  and  should  be  preserved  as  a  part  of  the 
accounting  records  of  the  taxpayer.  The  inventories  of  taxpayers 
on  whatever  basis  taken  will  be  subject  to  investigation  by  the  Com- 
missioner,  and  the  taxpayer  must  satisfy  the  Commissioner  of  the 
correctness  of  the  prices  adopted. 

The  following  methods,  among  others,  are  sometimes  used  in  tak- 
ing or  valuing  inventories,  but  are  not  in  accord  with  these  regula- 
tions, viz : 

(1)  Deducting  from  the  inventory  a  reserve  for  price  changes, 
or  an  estimated  depreciation  in  the  value  thereof. 

(2)  Taking  work  in  process,  or  other  parts  of  the  inventory,  at 
a  nominal  price  or  at  less  than  its  proper  value. 

(3)  Omitting  portions  of  the  stock  on  hand. 

(4)  Using  a  constant  price  or  nominal  value  for  so-called  nor- 
mal quantity  of  materials  or  goods  in  stock. 

(5)  Including  stock  in  transit,  either  shipped  to  or  from  the  tax- 
payer,  the  title  of  which  is  not  vested  in  the  taxpayer. 

Art.  103.  Inventories  at  cost. — Cost  means; 

(1)  In  the  ca^  of  merchandise  on  hand  at  the  beginning  of  the 
taxable  year,  the  inventory  price  of  such  goods. 

(2)  In  the  case  of  merchandise  purchased  since  the  beginning  of 
the  taxable  year,  the  invoice  price  less  trade  or  other  discounts,  ex- 
cept strictly  ca^h  discounts  approximating  a  fair  interest  rate,  which 
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may  be  deducted  or  not  at  the  option  of  the  taxpayer,  provided  a 
consistent  course  is  followed.  To  this  net  invoice  price  should  be 
added  transportation  or  other  necessary  charges  incurred  in  ac- 
quiring possession  of  the  goods. 

(3)  In  the  case  of  merchandi^  produced  by  the  taxpayer  since 
the  beginning  of  the  taxable  year,  (a)  the  cost  of  raw  materials  and 
supplies  entering  into  or  consumed  in  connection  with  the  product, 
(b)  expenditures  for  direct  labor,  (<?)  indirect  expenses  incident  to 
and  necessary  for  the  production  of  the  particular  article,  including 
in  such  indirect  expenses  a  reasonable  proportion  of  management 
expenses,  but  not  including  any  cost  of  selling  or  return  on  capital, 
whether  by  way  of  interest  or  profit. 

(4)  In  any  industry  in  which  the  usual  rules  for  computation  of 
cost  of  production  are  inapplicable,  costs  may  be  approximated  upon 
such  basis  as  may  be  reasonable  and  in  conformity  with  established 
trade  practice  in  the  particular  industry.  Among  such  cases  are 
(a)  farmers  and  raisers  of  live  stock  (see  article  106),  (h)  miners 
and  manufacturers  who  by  a  single  process  or  uniform  series  of 
processes  derive  a  product  of  two  or  more  kinds,  sizes,  or  grades, 
the  unit  cost  of  which  is  substantially  alike  (see  article  107),  and  (c) 
Wftail  merchants  who  use  what  is  known  as  the  "  retail  method  "  in 
ascertaining  approximate  cost  (see  article  108). 

Akt.  104.  Inventories  at  market. — ^Under  ordinary  circumstances 
and  for  normal  goods  in  an  inventory,  "  market "  means  the  current 
bid  price  prevailing  at  the  date  of  the  inventory  for  the  particular 
merchandise  in  the  volume  in  which  usually  purchased  by  the  tax- 
payer, and  is  applicable  in  the  cases— 

(a)  Of  goods  purchased  and  on  hand,  and 

{h)  Of  basic  elements  of  cost  (materials,  labor,  and  burden)  in 
goods  in  process  of  manufacture  and  in  finished  goods  on  hand; 
exclusive,  however,  of  goods  on  hand  or  in  process  of  manufacture 
for  delivery  upon  firm  sales  contracts  (i.  e.,  those  not  legally  sub- 
ject to  cancellation  by  either  party)  at  fixed  prices  entered  into 
before  the  date  of  the  inventory,  which  goods  must  be  inventoried 
at  cost. 

Where  no  open  market  exists  or  where  quotations  «re  nominal, 
due  to  stagnant  market  conditions,  the  taxpayer  must  use  such  evi- 
dence of  a  fair  market  price  at  the  date  or  dates  nearest  the  in- 
ventory as  may  be  available,  such  as  specific  purchases  or  sales  by 
the  taxpayer  or  others  in  reasonable  volume  and  made  in  good  faith, 
or  compensation  paid  for  cancellation  of  contracts  for  purchase 
commitments.  Where  the  taxpayer  in  the  regular  course  of  busi- 
ness has  offered  for  sale  such  merchandise  at  prices  lower  than  the 
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current  price  as  above  defined,  the  inventory  may  be  valued  at  sudi 
prices  less  proper  allowance  for  selling  expense,  and  the  correct- 
ness of  such  prices  will  be  determined  by  reference  to  the  actual 
sales  of  the  taxpayer  for  a  reasonable  period  before  and  after  the 
date  of  the  inventory.  Prices  which  vary  materially  from  the  actual 
prices  so  ascertained  will  not  be  accepted  as  reflecting  the  market. 

Art.  105.  Inventories  by  dealers  in  secnrities. — A  dealer  in  secu- 
rities, who  in  his  books  of  account  regularly  inventories  unsold 
securities  on  hand  either — 

(a)  At  cost; 

(b)  At  cost  or  market,  whichever  is  lower;  or 

(c)  At  market  value, 

may  make  his  return  upon  the  basis  upon  which  his  accounts  are 
kept;  provided  that  a  description  of  the  method  employed  shall 
be  included  in  or  attached  to  the  return,  that  all  the  securities  must 
be  inventoried  by  the  same  method,  and  that  such  method  must  be 
adhered  to  in  subsequent  years,  unless  another  be  authorized  by  the 
Commissioner.  For  the  purpose  of  this  rule  a  dealer  in  securities  is 
a  merchant  of  securities,  whether  an  individual,  partnership,  or  cor- 
poration, with  an  established  place  of  business,  regularly  engaged  in 
the  purchase  of  securities  and  their  resale  to  customers;  that  is,  one 
who  as  a  merchant  buys  securities  and  sells  them  to  customers  with  a 
view  to  the  gains  and  profits  that  may  be  derived  therefrom.  If 
such  business  is  simply  a  branch  of  the  activities  carried  on  by  such 
person,  the  securities  inventoried  as  here  provided  may  include  only 
those  held  for  purposes  of  resale  and  not  for  investment.  Taxpayers 
who  buy  and  sell  or  hold  securities  for  investment  or  speculation  and 
not  in  the  course  of  an  established  business,  and  officers  of  corpora- 
tions and  members  of  partnerships  who  in  their  individual  capacities 
buy  and  sell  securities,  are  not  dealers  in  securities  within  the  mean- 
ing of  this  rule. 

Art.  106.  Inventories  of  live  stock  raisers  and  other  farmers.— 
Farmers  may  change  the  basis  of  their  returns  from  that  of  receipts 
and  disbursements  to  that  of  an  inventory  basis  provided  adjust- 
ments are  made  in  accordance  with  one  of  the  two  methods  outlined 
in  (1)  and  (2)  below.  It  is  optional  with  the  taxpayer  which  method 
is  used,  but,  having  elected  one  method,  the  option  so  exercised  will 
be  binding  upon  the  taxpayer,  and  he  will  be  precluded  from  filing 
amended  returns  upon  the  basis  of  the  other  method. 

(1)  Opening  and  closing  inventories  shall  be  used  for  the  year  in 
which  the  change  is  made.  There  should  be  included  in  the  opening 
inventory  all  farm  products  (including  live  stock)  purchased  or 
raised  which  were  on  hand  at  the  date  of  the  inventory,  and  there 
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must  be  submitted  with  the  return  for  the  current  taxable  year 
an  adjustment  sheet  for  the  preceding  taxable  year  based  on  the 
inventory  method,  upon  the  amount  of  which  adjustment  the  tax 
shall  be  assessed  and  paid  (if  any  be  due)  at  the  rate  of  tax  in  eflfect 
for  that  year.  Ordinarily  an  adjustment  sheet  for  the  preceding 
year  will  be  sufficient,  but  if,  in  the  opinion  of  the  Commissioner, 
such  adjustment  is  not  sufficient  clearly  to  reflect  income,  adjust- 
ments for  earlier  years  may  be  accepted  or  required.  \ATiere  it  is 
impossible  to  render  complete  inventories  for  the  preceding  year  or 
years,  the  Commissioner  will  accept  estimates  which,  in  his  opinion, 
substantially  reflect  the  income  on  the  inventory  basis  for  such 
preceding  year  or  years;  but  inventories  must  not  include  real  estate, 
buildings,  permanent  improvements,  or  any  other  assets  subject  to 
depreciation. 

(2)  No  adjustment  sheets  will  be  required,  but  the  net  income 
for  the  taxable  year  in  which  the  change  is  made  must  be  com- 
puted without  deducting  from  the  sum  of  the  closing  inventory  and 
the  sales  and  other  receipts,  the  inventory  of  live  stock,  crops,  and 
products  at  the  beginning  of  the  year;  provided,  however— 

(a)  That  if  any  live  stock,  grain,  or  other  property  on  hand  at  the 
beginning  of  the  taxable  year  has  been  purchased  and  the  cost 
thereof  not  charged  to  expense,  only  the  difference  between  the  cost 
and  the  selling  price  should  be  reported  as  income  for  the  year  in 
which  sold; 

(h)  But  if  the  cost  of  such  property  has  been  charged  to  expense 
for  a  previous  year,  the  entire  amount  received  must  be  reported 
as  income  for  the  year  in  which  sold. 

Because  of  the  difficulty  of  ascertaining  actual  cost  of  live  stock 
and  other  farm  products,  farmers  who  render  their  returns  upon 
an  inventory  basis  may  at  their  option  value  their  inventories  for 
the  current  taxable  year  according  to  the  "  farm-price  method," 
which  provides  for  the- valuation  of  inventories  at  market  price  less 
cost  of  marketing.  If  the  use  of  the  "  farm-price  method  "  of  valu- 
ing inventories  for  any  taxable  year  involves  a  change  in  method  of 
valuing  inventories  from  that  employed  in  prior  years,  the  opening 
inventory  for  the  taxable  year  in  which  the  change  is  made  should 
be  brought  in  at  the  same  value  as  the  closing  inventory  for  the 
preceding  taxable  year.  If  such  valuation  of  the  opening  inventory 
for  the  taxable  year  in  which  the  change  is  made  results  in  an  ab- 
normally large  income  for  that  year,  the^  may  be  submitted  with 
the  return  for  such  taxable  year  an  adjustment  statement  for  the 
preceding  year  based  on  the  "  farm-price  method  "  of  valuing  inven- 
tories, upon  the  amount  of  which  adjustments  the  tax,  if  any  be 
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due,  shall  be  assessed  and  paid  at  the  rate  of  tax  in  effect  for  such 
preceding  year.  If  an  adjustment  for  the  preceding  year  is  not,  in 
the  opinion  of  the  Commissioner,  sufficient  clearly  to  reflect  income, 
adjustment  sheets  for  prior  years  may  be  accepted  or  required. 

Where  returns  have  been  made  in  which  the  taxable  net  income 
has  been  computed  upon  incomplete  inventories,  the  abnormality 
should  be  corrected  by  submitting  with  the  return  for  the  current 
taxable  year  a  statement  for  the  preceding  year  in  which  such  ad- 
justments shall  be  made  as  are  necessary  to  bring  the  closing  inven- 
tory for  the  preceding  year  into  agreement  with  the  opening  com- 
plete inventory  for  the  current  taxable  year.  If  necessary  clearly  to 
reflect  income,  similar  adjustments  may  be  made  as  at  the  beginning 
of  the  preceding  year  or  years,  and  the  tax,  if  any  be  due,  shall  be 
assessed  and  paid  at  the  rate  of  tax  in  effect  for  such  year  or  years. 

Art.  107.  Inventories  of  miners  and  manufacturers. — A  taxpayer 
engaged  in  mining  or  manufacturing  who  by  a  single  process  or 
uniform  series  of  processes  derives  a  product  of  two  or  more  kinds, 
sizes,  or  grades,  the  unit  cost  of  which  is  substantially  alike,  and  who 
in  conformity  to  a  recognized  trade  practice  allocates  an  amount  of 
cost  to  each  kind,  size,  or  grade  of  product,  which  in  the  aggregate 
will  absorb  the  total  cost  of  production,  may  use  such  allocated  cost 
as  a  basis  for  pricing  inventories,  provided  such  allocation  bears  a 
reasonable  relation  to  the  respective  selling  values  of  the  different 
kinds  of  product. 

Art.  108.  Inventories  of  retail  merchants. — ^Retail  merchants  who 
employ  what  is  known  as  the  "  retail  method  *'  of  pricing  inven- 
tories may  make  their  returns  upon  that  basi^,  provided  that  the  use 
of  such  method  is  designated  upon  the  return,  that  accurate  accounts 
are  kept,  and  that  such  method  is  consistently  adhered  to  unless  a 
change  is  authorized  by  the  Commissioner.  Under  this  method  the 
goods  in  the  inventory  are  ordinarily  priced  at  the  selling  prices, 
and  the  total  retail  value  of  the  good^  in  each  department  or  of  each 
class  of  goods  is  reduced  to  approximate  cost  by  deducting  the  per- 
centage which  represents  the  difference  between  the  retail  selling 
value  and  the  purchase  price.  This  percentage  is  determined  by 
departments  of  a  store  or  by  classes  of  goods,  and  should  represent 
as  accurately  a^  may  be  the  amounts  added  to  the  cost  prices  of  the 
goods  to  cover  selling  and  other  expenses  of  doing  business  and  for 
the  margin  of  profit.  In  computing  the  percentage  above  mentioned, 
proper  adjustment  should  be  made  for  all  mark-ups  and  mark-downs. 
A  taxpayer  maintaining  more  than  one  department  in  his  store  or 
dealing  in  classes  of  goods  carrying  different  percentages  of  gross 
profit  should  not  use  a  percentage  of  profit  based  upon  an  average 
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of  his  entire  business,  but  should  compute  and  use  in  valuing  his  in- 
ventory the  proper  percentages  for  the  respective  departments  or 
classes  of  goods. 

[SEC.  22.  GROSS  INCOME.] 

(i)  Bistributioni  by  corporations. — Distributions  by  corporations 
shall  be  taxable  to  the  shareholders  as  provided  In  section  115. 

(e)  Determination  of  gain  or  loss. — ^In  the  case  of  a  «ale  or  other 
disposition  of  property,  the  gain  or  loss  shall  be  computed  as  provided 
In  sections  111,  112.  and  113. 

(f>  Qross  ineome  from  sources  within  and  without  United  States. — 
For  computation  of  gross  income  from  .sources  within  and  without  the 
United  States,  see  section  119. 


SEC.  23.  DEDUCTIONS  FROM  GROSS  INCOME. 

In  computing  net  income  there  shall  be  allowed  as  deductions : 
(a)  Expenses. — ^AU  the  ordinary  and  necessary  expenses  paid  or  in- 
curred during  the  tiixable  year  in  carrying  on  any  trade  or  business, 
including  a  reasonable  allowance  for  salaries  or  other  compensation 
for  personal  services  actually  rendered ;  traveling  expenses  ( including 
the  entire  amount  expended  for  meals  and  lodging)  while  away  from 
home  in  the  pursuit  of  a  trade  or  business;  and  rentals  or  other  pay 
ments  required  to  be  made  as  a  condition  to  the  continued  use  or  pos- 
session, for  puriK>ses  of  the  trade  or  business,  of  property  to  which  the 
taxpayer  has  not  taken  or  is  not  taking  title  or  in  which  he  has  no 
equity. 

Art.  121.  Business  expenses. — ^Business  expenses  deductible  from 
gross  income  include  the  ordinary  and  necessary  expenditures  di- 
rectly connected  with  or  pertaining  to  the  taxpayer's  trade  or  busi- 
ness, except  the  classes  of  items  which  are  deductible  under  the  pro- 
visions of  articles  141-271.  The  cost  of  goods  purchased  for  resale, 
with  proper  adjustment  for  opening  and  closing  inventories,  is  de- 
ducted from  gross  sales  in  computing  gi'oss  income.  (See  article  55.) 
Among  the  items  included  in  business  expenses  are  management  ex- 
penses, commissions,  labor,  supplies,  incidental  repairs,  operating 
expenses  of  automobiles  used  in  the  trade  or  business,  traveling  ex- 
penses while  away  from  home  solely  in  the  pursuit  of  a  trade  or 
business  (see  article  122),  advertising  and  other  selling  expenses, 
together  with  insurance  premiums  against  fire,  storm,  theft,  acci- 
dent, or  other  similar  losses  in  the  case  of  a  business,  and  rental 
for  the  use  of  business  property.  A  taxpayer  is  entitled  to  deduct 
the  necessary  expenses  paid  in  carrying  on  his  business  from  his 
gross  income  from  whatever  source.  As  to  items  not  deductible,  see 
section  24  and  articles  281-284. 

Art.  122.  TraYelii^  expenses. — ^Traveling  expenses  as  ordinarily 
understood,  include  railroad  fares  and  meals  and  lodging.     If  the 
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trip  is  undertaken  for  other  than  business  purposes,  the  railroad 
fares  are  personal  expenses  and  the  meals  and  lodging  are  living 
expenses.  If  the  trip  is  solely  on  business,  the  reasonable  and  neces- 
sary travefihg  expenses,  including  railroad  fares,  meals,  and  lodging, 
become  business  instead  of  personal  expenses. 

(a)  If,  then,  an  individual,  whose  business  requires  him  to  travel, 
receives  a  salary  as  full  compensation  for  his  services,  without  reim- 
bursement for  traveling  expenses,  or  is  employed  on  a  commission 
basis  with  no  expense  allowance,  his  traveling  expenses,  including  the 
entire  amount  expended  for  meals  and  lodging,  are  deductible  from 
gross  income. 

(i)  If  an  individual  receives  a  salary  and  is  also  repaid  his  actual 
traveling  expenses,  he  shall  include  in  gross  income  the  amount  so 
repaid  and  may  deduct  such  expenses. 

(c?)  If  an  individual  receives  a  salary  and  also  an  allowance  for 
meals  and  lodging,  as,  for  example,  a  per  diem  allowance  in  lieu  of 
subsistence,  the  amount  of  the  allowance  should  be  included  in  gross 
income  and  the  cost  of  such  meals  and  lodging  may  be  deducted 
therefrom. 

A  payment  for  the  use  of  a  sample  room  at  a  hotel  for  the  display 
of  goods  is  a  business  expense.  Only  such  expenses  as  are  reason- 
able and  necessary  in  the  conduct  of  the  business  and  directly  attribu- 
table to  it  may  be  deducted.  A  taxpayer  claiming  the  benefit  of  the 
deductions  referred  to  herein  must  attach  to  his  return  a  statement 
showing  (1)  the  nature  of  the  business  in  which  engaged;  (2)  the 
number  of  days  away  from  home  during  the  taxable  yeai-  on  account 
of  business;  (3)  the  total  amount  of  expenses  incident  to  meals  and 
lodging  while  absent  from  home  on  business  during  the  taxable  year; 
(4)  the  total  amount  of  other  expenses  incident  to  travel  and  claimed 
as  a  deduction. 

Claim  for  the  deductions  referred  to  herein  must  be  substantiated, 
when  required  by  the  Commissioner,  by  evidence  showing  in  detail 
the  amount  and  nature  of  the  expenses  incurred. 

Commuters'  fares  are  not  considered  as  business  expenses  and  are 
not  deductible. 

Art.  123.  Cost  of  materials. — ^Taxpayers  carrying  materials  and  sup- 
plies on  hand  should  include  in  expenses  the  charges  for  materials 
and  supplies  only  to  the  amount  that  they  are  actually  consumed 
and  used  in  operation  during  the  year  for  which  the  return  is  made, 
provided  that  the  cost  of  such  materials  and  supplies  has  not  been 
deducted  in  determining  the  net  income  for  any  previous  year.  If 
a  taxpayer  carries  incidental  materials  or  supplies  on  hand  for  which 
no  record  of  consumption  is  kept  or  of  which  physical  inventories 
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at  the  beginning  and  end  of  the  year  are  not  token,  it  will  be  per- 
missible for  the  taxpayer  to  include  in  his  expenses  and  deduct  from 
gross  income  the  total  cost  of  such  supplies  and  materials  as  were 
purchased  during  the  year  for  which  the  return  is  made,  provided 
the  net  income  is  clearly  reflected  by  this  method. 

Akt.  124.  lepaiw.— The  cost  of  incidental  repairs  which  neither 
materially  add  to  the  value  of  the  property  nor  appreciably  prolong 
its  life,  but  keep  it  in  an  ordinarily  efficient  operating  condition,  may 
be  deducted  as  expense,  provided  the  plant  or  property  account  is  not 
increased  by  the  amount  of  such  expenditures.  Repairs  in  the  nature 
of  replacements,  to  the  extent  that  they  arrest  deterioration  and  ap- 
preciably prolong  the  life  of  the  property,  should  be  charged 
against  the  depreciation  reserve  if  such  account  is  kept.    (See  articles 

Art.  125.  Irofcssioiial  expenses.— A  professional  man  may  claim  as 
deductions  the  cost  of  supplies  used  by  him  in  the  practice  of  his 
profession,  expenses  paid  in  the  operation  and  repair  of  an  auto- 
mobile  used  in  making  professional  calls,  dues  to  professional  socie- 
ties and  subscriptions  to  professional  journals,  the  rent  paid  for 
office  rooms,  the  cost  of  the  fuel,  light,  water,  telephone,  etc.,  used 
in  such  offices,  and  the  hire  of  office  assistants.  Amounts  currently 
expended  for  books,  furniture,  and  professional  instruments  and 
equipment,  the  useful  life  of  which  is  short,  may  be  deducted.  As  to 
items  not  deductible,  see  section  24  and  articles  281-284. 

Akt.  126.  IJompeniation  for  personal  services.— Among  the  ordinary 
and  necessary  expenses  paid  or  incurred  in  carrying  on  any  trade  or 
business  may  be  included  a  reasonable  allowance  for  salaries  or 
other  compensation  for  personal  services  actually  rendered.  The  test 
of  deductibility  in  the  case  of  compensation  payments  is  whether 
they  are  reasonable  and  are  in  fact  payments  purely  for  services. 
This  test  and  its  practical  application  may  be  further  stated  and 
illustrated,  as  follows: 

(1)  Any  amount  paid  in  the  form  of  compensation,  but  not  in 
fact  as  the  purchase  price  of  services,  is  not  deductible,  (a)  An  os- 
tensible salary  paid  by  a  corporation  may  be  a  distribution  of  a  divi- 
dend  on  stock.  This  is  likely  to  occur  in  the  case  of  a  corporation 
having  few  shareholders,  practically  all  of  whom  draw  salaries.  If 
in  such  a  case  the  salaries  are  in  excess  of  those  ordinarily  paid  for 
similar  services,  and  the  excessive  payments  correspond  or  bear  a 
close  relationship  to  the  stockholdings  of  the  officers  or  employees,  it 
would  seem  likely  that  the  salaries  are  not  paid  wholly  for  services 
rendered,  but  that  the  excessive  payments  are  a  distribution  of  earn- 
ings upon  the  stock.     (&)  An  ostensible  salary  may  be  in  part  pay- 
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ment  for  property.  This  may  occur,  for  example,  where  a  partner- 
ship sells  out  to  a  corporation,  the  former  partners  agreeing  to  con- 
tinue in  the  service  of  the  corporation.  In  such  a  case  it  may  be 
found  that  the  salaries  of  the  former  partners  are  not  merely  for 
services,  but  in  part  constitute  payment  for  the  transfer  of  their 
business. 

(2)  The  form  or  method  of  fixing  compensation  is  not  decisive  as 
to  deductibility.  While  any  form  of  contingent  compensation  invites 
scrutiny  as  a  possible  distribution  of  earnings  of  the  enterprise,  it 
does  not  follow  that  payments  on  a  contingent  basis  are  to  be  treated 
fundamentally  on  any  basis  different  from  that  applying  to  com- 
pensation at  a  flat  rate.  Generally  speaking,  if  contingent  com- 
pensation is  paid  pursuant  to  a  free  bargain  between  the  employer 
and  the  individual  made  before  the  services  are  rendered,  not  influ- 
enced by  any  consideration  on  the  part  of  the  employer  other  than 
that  of  securing  on  fair  and  advantageous  terms  the  services  of  the 
individual,  it  should  be  allowed  as  a  deduction  even  though  in  the 
actual  working  out  of  the  contract  it  may  prove  to  be  greater  than 
the  amount  which  would  ordinarily  be  paid. 

(3)  In  any  event  the  allowance  for  the  compensation  paid  may  not 
exceed  what  is  reasonable  in  all  the  circumstances.  It  is  in  general 
just  to  assume  that  reasonable  and  true  compensation  is  only  such 
.  amount  as  would  ordinarily  be  paid  for  like  services  by  like  enter- 
prises in  like  circumstances.  The  circumstances  to  be  taken  into 
consideration  are  those  existing  at  the  date  when  the  contract  for 
services  was  made,  not  those  existing  at  the  date  when  the  contract  is 
questioned. 

Art.  127.  Treatment  of  excessive  compensation.— The  income  tax  lia- 
bility of  the  recipient  in  respect  of  an  amount  ostensibly  paid  to  him 
as  compensation,  but  not  allowed  to  be  deducted  as  such  by  the 
payor,  will  depend  upon  the  circumstances  of  each  case.  Thus,  in 
the  case  of  excessive  payments  by  corporations,  if  such  payments 
correspond  or  bear  a  close  relationship  to  stockholdings,  and  are 
found  to  be  a  distribution  of  earnings  or  profits,  the  excessive  pay- 
ments will  be  treated  as  a  dividend,  and  will  thus  be  exempt  from  the 
normal  tax  in  the  hands  of  the  recipient.  If  such  payments  consti- 
tute  payment  for  property,  they  should  be  treated  by  the  payor  as  a 
capital  expenditure  and  by  the  recipient  as  part  of  the  purchase 
price. 

Art.  128.  Bonuses  to  employees.— Bonuses  to  employees  will  consti- 
tute allowable  deductions  from  gross  income  when  such  payments 
are  made  in  good  faith  and  as  additional  compensation  for  the  serv- 
ices actually  rendered  by  the  employees,  provided  such  payments, 
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wben  added  to  the  stipulated  salaries,  do  not  exceed  a  reasonable 
compensation  for  the  services  rendered.  It  is  immaterial  whether 
such  bonuses  are  paid  in  cash  or  in  kind  or  partly  in  cash  and  partly 
in  kind.  Donations  made  to  employees  and  others,  which  do  not 
have  in  them  the  element  of  compensation  or  are  in  excess  of  reason- 
able compensation  for  services,  are  not  deductible  from  gross  income. 

Art.  129.  Pemioiis — Compensation  for  injuries. — Amounts  paid  by  a 
taxpayer  for  pensions  to  retii^d  employees  or  to  their  families  or 
others  dependent  upon  them,  or  on  account  of  injuries  received  by 
employees,  and  lump-sum  amounts  paid  or  accrued  as  compensation 
for  injuries,  are  proper  deductions  as  ordinary  and  necessary  ex- 
penses. Such  deductions  are  limited  to  the  amount  not  compensated 
for  by  insurance  or  otherwise.  When  the  amount  of  the  salary  of  an 
officer  or  employee  is  paid  for  a  limited  period  after  his  death  to 
his  widow  or  heirs,  in  recognition  of  the  services  rendered  by  the 
individual,  such  payments  may  be  deducted.  Salaries  paid  by  em- 
ployers to  employees  who  are  absent  in  the  military,  naval,  or  other 
service  of  the  Government,  but  who  intend  to  return  at  the  conclusion 
of  such  service,  are  allowable  deductions.  As  to  deductions  for  pay- 
ments to  employees'  pension  trusts,  see  secticm  23  (q)  and  article  271. 

Art.  130.  Ecntala.— Where  a  leasehold  is  acquired  for  business  pur- 
poses for  a  specified  sum,  the  purchaser  may  take  as  a  deduction  in 
his  return  an  aliquot  part  of  such  sum  each  year,  based  on  the  num- 
ber of  years  the  lease  has  to  run.  Taxes  paid  by  a  tenant  to  or  for 
a  landlord  for  business  property  are  additional  rent  and  constitute 
a  deductible  item  to  the  tenant  and  taxable  income  to  the  landlord, 
the  amount  of  the  tax  being  deductible  by  the  latter.  The  cost  borne 
by  a  lessee  in  erecting  buildings  or  making  permanent  improvements 
on  ground  of  which  he  is  lessee  is  held  to  be  a  capital  investment  and 
not  deductible  as  a  business  expense.  In  order  to  return  to  such  tax- 
payer his  investment  of  capital,  an  annual  deduction  may  be  made 
from  gross  income  of  an  amount  equal  to  the  total  cost  of  such 
improvements  divided  by  the  number  of  years  remaining  of  the  term 
of  lease,  and  such  deduction  shall  be  in  lieu  of  a  deduction  for  de- 
preciation. If  the  remainder  of  the  term  of  lease  is  greater  than  the 
probable  life  of  the  buildings  erected,  or  of  the  improvem^ts  made, 
this  deduction  shall  take  the  form  of  an  allowance  for  depreciation, 
(See  article  63.) 

Art.  131.  Expenses  of  farmers. — ^A  farmer  who  operates  a  farm  for 
profit  is  entitled  to  deduct  from  gross  income  as  necessary  expenses 
all  amounts  actually  expended  in  the  carrying  on  of  the  business  of 
farming.  The  cost  of  ordinary  tools  of  short  life  or  small  cost, 
such  as  hand  tools,  including  shovels,  rakes,  etc.,  may  be  deducted. 


Art.  181 


§  23  (a) 


i  ' 


>- 


)- 


I 


GENERAL  PROVISIONS 


39 


The  cost  of  feeding  and  raising  live  stock  may  be  treated  as  an  ex- 
pense deduction,  in  so  far  as  such  cost  represents  actual  outlay,  but 
not  including  the  value  of  farm  produce  grown  upon  the  farm  or 
the  labor  of  the  taxpayer.  Where  a  farmer  is  engaged  in  produc- 
ing crops  which  take  more  than  a  year  from  the  time  of  planting  to 
the  process  of  gathering  and  disposal,  expenses  deducted  may  be 
determined  upon  the  crop  basis,  and  such  deductions  must  be  taken 
in  the  year  in  which  the  gross  income  from  the  crop  has  been  realized. 
The  cost  of  farm  machinery,  equipment,  and  farm  buildings  repre- 
sents a  capital  investment  and  is  not  an  allowable  deduction  as  an 
item  of  expense.  Amounts  expended  in  the  development  of  farms, 
orchards,  and  ranches  prior  to  the  time  when  the  productive  state  is 
reached  may  be  regarded  as  investments  of  capital,  Amoimts  ex- 
j)ended  in  purchasing  work,  breeding,  or  dairy  animals  are  regarded 
as  investments  of  capital,  and  may  be  depreciated  unless  such  animals 
are  included  in  an  inventory  in  accordance  with  article  57.  The  pur- 
chase price  of  an  automobile,  even  when  wholly  used  in  carrying  on 
farming  operations,  is  not  deductible,  but  is  r'egarded  as  an  invest- 
ment of  capital.  The  cost  of  gasoline,  repairs,  and  upkeep  of  an 
automobile  if  used  wholly  in  the  business  of  farming  is  deductible  as 
an  expense;  if  used  partly  for  business  purposes  and  partly  for  the 
pleasure  or  convenience  of  the  taxpayer  or  his  family,  such  cost  may 
be  apportioned  according  to  the  extent  of  the  use  for  purposes  of 
business  and  pleasure  or  convenience,  and  only  the  proportion  of  such 
cost  justly  attributable  to  business  purposes  is  deductible  as  a  neces- 
sary expense.  If  a  farm  is  operated  for  recreation  or  pleasure  and 
not  on  a  commercial  basis,  and  if  the  expenses  incurred  in  connection 
with  the  farm  are  in  excess  of  the  receipts  therefrom,  the  entire 
receipts  from  the  sale  of  products  may  be  ignored  in  rendering  a 
return  of  income,  and  the  expenses  incurred,  being  regarded  as  per- 
sonal expenses,  will  not  constitute  allowable  deductions.  (See  also 
articles  57,  175,  and  210.) 

Art.  132.  Depositors'  ^aranty  fund. — Banking  corporations  which 
pursuant  to  the  laws  of  the  States  in  which  they  are  doing  business 
are  required  to  set  apart,  keep,  and  maintain  in  their  banks  the 
amount  levied  and  assessed  against  them  by  the  State  authorities 
as  a  "  Depositors'  guaranty  fund,"  may  deduct  from  their  gross  in- 
come the  amount  so  set  apart  each  year  to  this  fund,  provided  that 
such  fund,  when  set  aside  and  carried  to  the  credit  of  the  State 
banking  board  or  duly  authorized  State  officer,  ceases  to  be  an  asset 
of  the  bank  and  may  be  withdrawn  in  whole  or  in  part  upon  de- 
mand by  such  board  or  State  officer  to  meet  the  needs  of  these  officers 
in  reimbursing  depositors  in  insolvent  banks,  and  provided  further 
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that  no  portion  of  the  amount  thus  set  aside  and  credited  is  return- 
able under  the  laws  of  the  State  to  the  assets  of  the  banking  corpo- 
ration. If,  however,  such  amount  is  simply  set  up  on  the  books  of 
the  bank  as  a  reserve  to  meet  a  contingent  liability  and  remains  an 
asset  of  the  bank,  it  will  not  be  deductible  except  as  it  is  actually 
paid  out  as  required  by  law  and  upon  demand  of  the  proper  State 
officers. 

[SEC.  23.  DEDUCTIONS  FROM  GROSS  INCOME.] 

[In  computing  net  inct>me  there  shaH  be  allowed  as  deductions:] 
(1>)  Interest.— All  interest  paid  or  accrued  within  the  taxable  year 
on  indebtedness,  exc^t  on  indebtedness  incurred  or  continued  to 
purchase  or  carry  obligations  or  securities  (other  than  obligations  of 
the  United  States  issued  after  September  24,  1917,  and  originally 
subscribed  for  by  the  taxpayer)  the  interest  upon  which  is  wholly 
exempt  from  taxation  under  this  title. 

Art.  141.  Interest. — ^Interest  paid  or  accrued  within  the  year  on 
indebtedness  may  be  deducted  from  gross  income,  except  that  interest 
on  indebtedness  incurred  or  continued  to  purchase  or  carry  securities, 
such  as  municipal  bonds  and  first  Liberty  loan  S^^  per  cent  bonds, 
the  interest  upon  which  is  wholly  exempt  from  tax,  is  not  deductible. 
Since  other  obligations  of  the  United  States  issued  after  September 
24, 1917,  are  not  wholly  exempt  from  taxation  under  this  title,  inter- 
est paid  on  indebtedness  incurred  or  continued  to  purchase  such 
obligations  (whether  or  not  originally  subscribed  for  by  the  tax- 
payer) is  deductible  in  accordance  with  the  general  rule.  Interest 
paid  by  the  taxpayer  on  a  mortgage  upon  real  estate  of  which  he 
i3  the  legal  or  equitable  owner,  even  though  the  taxpayer  is  not 
directly  liable  upon  the  bond  or  note  secured  by  such  mortgage,  may 
be  deducted  as  interest  on  his  indebtedness.  Payments  made  for 
Maryland  or  Pennsylvania  ground  rents  are  not  deductible  as  interest 
but  may,  under  proper  circumstances,  be  deducted  as  rent. 

Interest  calculated  for  cost-keeping  or  other  purposes  on  account 
of  capital  or  surplus  invested  in  the  business  which  does  not  repre- 
sent a  charge  arising  under  an  interest-bearing  obligation,  is  not  an 
allowable  deduction  from  gross  income.  Interest  paid  by  a  corpora- 
tion on  scrip  dividends  is  an  allowable  deduction.  So-called  interest 
on  preferred  stock,  which  is  in  reality  a  dividend  thereon,  can  not  be 
deducted  in  computing  net  income.  (See  articles  68  and  176  as  to 
deduction  of  bond  discount)  In  the  case  of  banks  and  loan  or 
trust  companies,  interest  paid  within  the  year  on  deposits  or  on 
moneys  received  for  investment  and  secured  by  interest-bearing  cer- 
tificates of  indebtedness  issued  by  such  bank  or  loan  or  trust  company 
may  be  deducted  from  gross  income. 
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[SEC.  23.  DEDUCTIONS  FROM  GROSS  INCOME.] 

[In  computing  net  income  there  shall  be  allowed  as  deductions:] 
(c)  Taxes  generally.— Taxes  paid  or  accrued  within  the  taxable  year, 

except — 

(1)  income,  war-profits,  and  excess-profits  taxes  imposed  by  the 

authority  of  the  United  States; 

(2)  so  much  of  the  income,  war-profits,  and  excess-profits  taxes 
imposed  by  the  authority  of  any  foreign  country  or  possession  of 
the  United  States  as  is  allowed  as  a  credit  against  the  tax  under 
section  131;  and 

(3)  taxes  assessed  against  local  benefits  of  a  kind  tending  to 
increase  the  value  of  the  property  assessed;  but  this  paragraph 
shall  not  exclude  the  allowance  as  a  deduction  of  so  much  of  such 
taxes  as  is  properly  allocable  to  maintenance  or  interest  charges. 

For  the  purpose  of  this  subsection,  estate,  inheritance,  legacy,  and  suc- 
cession taxes  accrue  on  the  due  date  thereof,  except  as  otherwise  pro- 
vided by  the  law  of  the  jurisdiction  imposing  such  taxes,  and  shall  be 
allowed  as  a  deduction  only  to  the  estate. 

Art.  151.  Taxes. — Federal  taxes  (except  income,  war-profits,  and 
excess-profits  taxes),  State  and  local  taxes  (except  taxes  assessed 
against  local  benefits  of  a  kind  tending  to  increase  the  value  of  the 
property  assessed),  and  taxes  imposed  by  possessions  of  the  United 
States  or  by  foreign  countries  (except  the  amount  of  income,  war- 
profits,  and  excess-profits  taxes  allowed  as  a  credit  against  the  tax), 
are  deductible  from  gross  income.  See  generally  section  131  and 
articles  691-698  as  to  tax  credits.  Postage  is  not  a  tax.  Amounts 
paid  to  States  under  secured  debts  laws  in  order  to  render  securities 
tax  exempt  are  deductible.  Automobile  license  fees  are  ordinarily 
taxes.  In  general  taxes  are  deductible  only  by  the  person  upon  whom 
they  are  imposed.  As  to  tax  paid  at  the  source  on  interest  from 
tax-free  covenant  bonds,  see  section  144  (a)   (4)  and  article  761. 

Art.  152.  Federal  duties  and  excise  taxes. — Import  or  tariff  duties 
paid  to  the  proper  customs  officers,  and  business,  license,  privilege, 
excise,  and  stamp  taxes  paid  to  internal  revenue  collectors,  are  de- 
ductible as  taxes  imposed  by  the  authority  of  the  United  States, 
provided  they  are  not  added  to  and  made  a  part  of  the  expenses  of 
the  business  or  the  cost  of  articles  of  merchandise  with  respect  to 
which  they  are  paid,  in  which  case  they  can  not  be  separately 
deducted. 

Art.  153.  Taxes  for  local  benefits.— So-called  taxes,  more  properly 
assessments,  paid  for  local  benefits,  such  as  street,  sidewalk,  and  other 
like  improvements,  imposed  because  of  and  measured  by  some  benefit 
inuring  directly  to  the  property  against  which  the  assessment  is 
levied,  do  not  constitute  an  allowable  deduction  from  gross  income. 
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A  tax  is  considered  assessed  against  local  benefits  when  the  property 
subject  to  the  tax  is  limited  to  property  benefited.  Special  assess^ 
ments  are  not  deductible,  even  though  an  incidental  benefit  may  inure 
to  the  public  welfare.  The  taxes  deductible  are  those  levied  for  the 
general  public  welfare  by  the  proper  taxing  authorities  at  a  like  rate 
against  all  property  in  the  territory  over  which  such  authorities  have 
jurisdiction.  Assessments  under  the  statutes  of  California  relating 
to  irrigation  and  of  Iowa  relating  to  drainage,  and  under  certain 
statutes  of  Tennessee  relating  to  levees,  are  limited  to  property 
benefited,  and  when  it  is  clear  that  the  assessments  are  so  limited, 
the  amounts  paid  thereunder  are  not  deductible  as  taxes.  The  above 
statements  are  subject  to  the  exception  that  in  so  far  as  assessments 
against  local  benefits  are  made  for  the  purpose  of  maintenance  or 
repair  or  for  the  purpose  of  meeting  interest  charges  with  respect  to 
such  benefits,  they  are  deductible.  In  such  cases  the  burden  is  on  the 
taxpayer  to  show  the  allocation  of  the  amounts  assessed  to  the  differ- 
ent purposes.  If  the  allocation  can  not  be  made,  none  of  the  amounts 
so  paid  is  deductible. 

Abt.  154.  Federal  estate  and  State  inheritance  taxes.— Federal  estate 
taxes,  paid  or  accrued  during  the  taxable  year,  are  an  allowable 
deduction  from  the  gross  income  of  the  estate  in  computing  the  net 
income  thereof  subject  to  tax.  The  whole  amount  of  such  taxes, 
irrespective  of  when  paid,  is  deemed  to  have  accrued  on  the  due  date 
thereof,  namely,  one  year  after  the  decedent's  death  (see  section 
306  of  the  Kevenue  Act  of  1926),  and,  if  the  accounts  of  the  estate  are 
kept  on  an  accrual  basis,  is  deductible  from  gross  income  of  the  tax- 
able year  in  which  such  due  date  falls.  If  the  accounts  are  kept  on 
the  basis  of  cash  receipts  and  disbursements,  deduction  may  be 
taken  from  gross  income  of  the  taxable  year  or  years  in  which  the 
payment  or  payments  may  have  been  made. 

Estate,  succession,  legacy,  or  inheritance  taxes,  imposed  by  any 
State,  Territory,  or  possession  of  the  United  States,  or  foreign 
country,  are  deductible  by  the  estate,  whether  by  the  laws  of  the 
jurisdiction  exacting  them,  they  are  imposed  upon  the  right  or 
privilege  to  transmit  or  upon  the  right  or  privilege  of  the  heir, 
devisee,  legatee,  or  distributee  to  receive  or  to  succeed  to  the  property 
of  the  decedent  passing  to  him. 

The  accrual  dates  of  such  taxes  shall  be  the  due  date  thereof  except 
as  otherwise  provided  by  the  law  of  the  jurisdiction  imposing  them. 
Where  deduction  is  claimed  of  any  such  taxes,  the  amount  thereof 
and  the  name  of  the  State,  Territory,  or  possession  of  the  United 
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States,  or  foreign  country  by  which  they  have  been  imposed  shall 
be  stated  in  the  return. 

[SEC.  23.  DEDUCTIONS  FROM  GROSS  INCOME.] 

[In  computing  net  income  there  shall  be  allowed  as  deductions:] 
(d)  Taxes  of  shareholder  paid  by  corporation.— The  deduction  for 
taxes  allowed  by  subsection  (c)  shall  be  allowed  to  a  corporation 
in  the  case  of  taxes  imposed  upon  a  shareholder  of  the  corporation 
upon  his  interest  as  shareholder  which  are  paid  by  the  corporation 
without  reimbursement  from  the  shareholder,  but  in  such  cases  no 
deduction  shall  be  allowed  the  shareholder  for  the  amount  of  such 
taxes. 

Art.  161.  Tax  on  bank  or  other  stock.— Banks  or  other  corporations 
paying  taxes  assessed  against  their  shareholders  on  account  of  their 
ownership  of  the  shares  of  stock  issued  by  such  corporations  with- 
out reimbursement  from  such  shareholders  may  deduct  the  amount 
of  taxes  so  paid.  The  Act  specifically  provides,  however,  that  in 
such  cases  the  shareholders  may  not  deduct  the  amount  of  the  taxes. 
The  amount  so  paid  should  not  be  included  in  the  income  of  the 
shareholder, 

[SEC.  23.  DEDUCTIONS  FROM  GROSS  INCOME.] 

[In  computing  net  income  there  shaU  be  allowed  as  deductions :] 

(e)  Losses  by  individuals.— In  the  case  of  an  individual,  losses  sus- 
tained during  the  taxable  year  and  not  compensated  for  by  insurance  or 
otherwise — 

(1)  if  incurred  in  trade  or  business;  or 

(2)  if  incurred  in  any  transaction  entered  into  for  profit,  though 
not  connected  with  the  trade  or  business ;  or 

(3)  of  property  not  connected  with  the  trade  or  business,  if  the 
loss  arises  from  fires,  storms,  shipwreck,  or  other  casualty  or  from 
theft 

(f)  Losses  by  corporations.— In  the  case  of  a  corporation,  losses  sus- 
tained during  the  taxable  year  and  not  compensated  for  by  insurance 
or  otherwise. 

(g)  Basis  for  determining  loss.— The  basis  for  determining  the 
amount  of  deduction  for  losses  sustained,  to  be  allowed  under  subsec- 
tion (e)  or  (f),  shall  be  the  same  as  is  provided  in  section  113  for 
determining  the  gain  or  loss  from  the  sale  or  other  disposition  of 
property. 

(h)  Loss  on  sale  of  stock  or  securities.— For  disallowance  of  loss 
deduction  in  the  case  of  sales  of  stock  or  securities  where  within  thirty 
days  before  or  after  the  date  of  the  sale  the  taxpayer  has  acquired 
substantially  identical  property,  see  section  118. 

(i)  Net  losses.— The  special  deduction  for  net  losses  of  prior  years, 
to  the  extent  provided  in  section  117. 
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Akt.  171.  Loflset.— Losses  sustained  by  individuals  during  the  tax- 
able year  and  not  compensated  for  by  insurance  or  otherwise  are  fully 
deductible  (except  by  nonresident  aliens,  see  section  213  and  article 
1051)  if— 

(a)  Incurred  in  a  taxpayer's  trade  or  business,  or 

(b)  Incurred  in  any  transaction  entered  into  for  profit,  or 

(c)  Arising  from  fires,  storms,  shipwreck,  or  other  casualty,  or 
theft. 

Losses  sustained  by  corporations  during  the  taxable  year  and  not 
compensated  for  by  insurance  or  otherwise  are  deductible. 

Losses  must  usually  be  evidenced  by  closed  and  completed  transac- 
tions. The  basis  for  determining  the  amount  of  the  deduction  for 
losses  is  the  same  as  is  provided  in  section  113  for  determining  the 
gain  or  loss  from  the  sale  or  other  disposition  of  property.  (See 
articles  691-604.)  Proper  adjustment  must  be  made  in  each  case 
for  any  expenditure,  receipt,  loss,  or  other  item  properly  chargeable  to 
capital  account,  and  for  depreciation,  obsolescence,  amortization,  or 
depletion.  (See  section  111  and  article  561.)  Moreover,  the  amount 
of  the  loss  must  be  reduced  by  the  amount  of  any  insurance  or  other 
compensation  received,  and  by  the  salvage  value,  if  any,  of  the  prop- 
erty. A  loss  occasioned  by  damage  to  an  automobile  maintained  for 
pleasure,  where  such  damage  results  from  the  faulty  driving  of  the 
taxpayer  or  other  person  operating  the  automobile,  but  is  not  due  to 
the  willful  act  or  willful  negligence  of  the  taxpayer,  is  a  deductible 
loss  in  the  computation  of  net  income.  Where  damage  to  a  taxpayer's 
automobile  results  from  the  faulty  driving  of  the  operator  of  an 
automobile  with  which  ihe  automobile  of  the  taxpayer  collides,  the 
loss  occasioned  to  the  taxpayer  by  such  damage  is  likewise  deductible. 
No  loss  is  realized  by  the  transfer  of  property  by  gift  or  by  death. 
But  see  section  44  (d)  and  article  355. 

A  loss  on  the  sale  of  residential  property  purchased  or  constructed 
by  the  taxpayer  for  use  as  his  personal  residence  and  so  used  by  him 
up  to  the  time  of  the  sale  is  not  deductible.  Where,  however,  prop- 
erty so  purchased  or  constructed  is  prior  to-  its  sale  rented  or  other- 
wise appropriated  to  income-producing  purposes  and  is  used  for  such 
purposes  up  to  the  time  of  its  sale,  a  loss  from  the  sale  of  the  prop- 
erty, computed  as  provided  in  secticm  111  and  article  561,  is  an  allow- 
able deduction  in  an  amount  not  to  exceed  the  excess  of  the  value  of 
the  property  at  the  time  it  was  appropriated  to  income-producing 
purposes  (with  proper  adjustment  for  depreciation)  over  the  amount 
realized  from  the  sale.  However,  in  case  the  property  was  so  ap- 
propriated prior  to  March  1, 1913,  the  loss  is  an  allowable  deduction 
in  an  amount  not  to  exceed  the  excess  of  the  value  of  the  property 
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at  the  time  it  was  so  appropriated  or  at  March  1,  1913,  whichever  is 
greater  (with  proper  adjustment  for  depreciation),  over  the  amount 
realized  from  the  sale. 

Famnple:  Residential  property  was  purchased  by  a  taxpayer  in 
1920  for  use  as  his  personal  residence  at  a  cost  of  $25,000,  of  which 
$15,000  was  allocable  to  the  building.  The  property  was  so  used 
by  the  taxpayer  imtil  January  1,  1925.  From  that  date  to  January 
1,  1928,  when  the  property  was  sold,  it  was  rented  by  the  taxpayer. 
The  fair  market  value  of  the  property  at  the  time  it  was  rented  on 
January  1,  1925,  was  $22,000.  The  building  had  an  estimated  life 
of  20  years  when  the  property  was  purchased  by  the  taxpayer  in 
1920.  The  property  was  sold  on  January  1,  1928,  for  $16,000.^  The 
loss  from  the  sale  allowable  as  a  deduction  is  $3,750,  computed  as 
follows : 

Cost  of  property  in  1920 $25, 000 

Less  depreciation  allowable  in  respect  of  the  building  (depreciation  for 
3  years  at  5  per  cent  based  on  $15,000,  cost  of  building) 2, 250 

22,750 

Selling  price  of  property 16,000 

Loss  computed  as  provided  in  section  111  and  article  561 6, 750 

Value  of  property  at  time  it  was  rented  on  January  1,  1925 22, 000 

Lesd  proper  adjustment  for  depreciation 2,250 

>  ■   III 

19  750 

Selling  price  of  property i^[  qqq 

Portion  of  $6,750  loss  which  is  deductible 3, 750 

See  section  101  and  articles  501-503  as  to  capital  losses.  See  section 
117  and  articles  651-655  as  to  deduction  for  net  losses  of  prior  years. 
See  section  118  and  article  661  as  to  disallowance  of  loss  deduction 
in  the  case  of  sales  of  stock  or  securities  where  within  30  days  before 
or  after  the  date  of  the  sale  the  taxpayer  has  acquired  substantially 
identical  property. 

Art.  172.  Voluntary  removal  of  bnildings.— Loss  due  to  the  volun- 
tary removal  or  demolition  of  old  buildings,  the  scrapping  of  old 
machinery,  equipment,  etc.,  incident  to  renewals  and  replacements 
will  be  deductible  from  gross  income.  When  a  taxpayer  buys  real 
estate  upon  which  is  located  a  building,  which  he  proceeds  to  raze 
with  a  view  to  erecting  thereon  another  building,  it  will  be  con- 
sidered that  the  taxpayer  has  sustained  no  deductible  loss  by  reason 
of  the  demolition  of  the  old  building,  and  no  deductible  expense  on 
account  of  the  cost  of  such  removal,  the  value  of  the  real  estate, 
exclusive  of  old  improvements,  being  presumably  equal  to  the  pur- 
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chase  price  of  the  land  and  building  plus  the  cost  of  removing  the 
useless  building. 

Art.  173.  Loss  of  useful  value.— When,  through  some  change  in 
business  conditions,  the  usefulness  in  the  business  of  some  or  all  of 
the  capital  assets  is  suddenly  terminated,  so  that  the  taxpayer  dis- 
continues the  business  or  discards  such  assets  permanently  from  use 
in  such  business,  he  may  claim  as  a  loss  for  the  year  in  which  he 
takes  such  action  the  difference  between  the  basis  (adjusted  as  pro- 
vided in  section  111  and  article  661)  and  the  salvage  value  of 
the  property.  This  exception  to  the  rule  requiring  a  sale  or  other 
disposition  of  property  in  order  to  establish  a  loss  requires  proof 
of  some  unforeseen  cause  by  reason  of  which  the  property  has  been 
prenaturely  discarded,  as,  for  example,  where  an  increase  in  the  cost 
or  change  in  the  manufacture  of  any  product  makes  it  necessary  to 
abandon  such  manufacture,  to  which  special  machinery  is  exclu- 
sively devoted,  or  where  new  legidation  directly  or  indirectly  makes 
the  continued  profitable  use  of  the  property  impossible.  This  ex- 
ception does  not  extend  to  a  case  where  the  useful  life  of  property 
terminate  solely  as  a  result  of  those  gradual  processes  for  which 
depreciation  allowances  are  authorized.  It  does  not  apply  to  inven- 
tories or  to  other  than  capital  assets.  The  exception  applies  to 
buildings  only  when  they  are  permanently  abandoned  or  perma- 
nently devoted  to  a  radically  different  use,  and  to  machinery  only 
when  its  use  as  such  is  permanently  abandoned.  Any  loss  to  be 
deductible  under  this  exception  must  be  fully  explained  in  the  return 
of  income. 

Abt.  174.  Shrinkage  in  value  of  stoeks.— A  person  possessing  stock 
of  a  corporation  can  not  deduct  from  gross  income  any  amount 
claimed  as  a  loss  merely  on  account  of  shrinkage  in  value  of  such 
stock  through  fluctuation  of  the  market  or  otherwise.  The  loss 
allowable  in  such  cases  is  that  actually  suffered  when  the  stock  is 
disposed  of.  If  stock  of  a  corporaticm  becomes  worthless,  its 
cost  or  other  basis  determined  under  section  113  may  be  deducted  by 
the  owner  in  the  taxable  year  in  which  the  stock  became  worthless, 
provided  a  satisfactory  showing  of  its  worthlessness  be  made,  as  in 
the  case  of  bad  debts.  Where  banks  or  other  corporations  which  are 
subject  to  supervision  by  Federal  authorities  (or  by  State  authorities 
maintaining  substantially  equivalent  standards)  in  obedience  to  the 
qiecific  orders  or  general  policy  of  such  supervisory  officers  charge 
off  stock  as  worthless  or  write  it  down  to  a  nominal  value,  such  stock 
shaU,  in  the  absence  of  affirmative  evidence  clearly  establishing  the 
contrary,  be  presumed  for  income  tax  purposes  to  be  worthless.  For 
dealers  in  securities,  see  article  106. 
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Art.  175.  Losses  of  farmers.— Losses  incurred  in  the  operation  of 
farms  as  business  enterprises  are  deductible  from  gross  income.    If 
farm  products  are  held  for  favorable  markets,  no  deduction  on  ac- 
count of  shrinkage  in  weight  or  physical  value  or  by  reason  of 
deterioration  in  storage  shall  be  allowed,  except  as  such  shrinkage 
may  be  reflected  in  an  inventory  if  used  to  determine  profits.    The 
total  loss  by  frost,  storm,  flood,  or  fire  of  a  prospective  crop  is  not  a 
deductible  loss  in  computing  net  income.    A  farmer  engaged  in  rais- 
ing and  selling  stock,  cattle,  sheep,  horses,  etc.,  is  not  entitled  to  claim 
as  a  loss  the  value  of  animals  that  perish  from  among  those  animals 
that  were  raised  on  the  farm,  except  as  such  loss  is  reflected  in  an 
inventory  if  used.    If  live  stock  has  been  purchased  after  February 
28, 1913,  for  any  purpose,  and  afterwards  dies  from  disease,  exposure, 
or  injury,  or  is  killed  by  order  of  the  authorities  of  a  State  or  the 
United  States,  the  actual  purchase  price  of  such  stock,  less  any  de- 
preciation allowable  as  a  deduction  in  respect  of  such  perished  live 
stock,  may  be  deducted  as  a  loss  if  the  loss  is  not  compensated  for 
by   insurance   or   otherwise.     The    actual   cost   of   other   property 
(wifh  proper  adjustment  for  depreciation)   which  is  destroyed  by 
order  of  the  authorities  of  a  State  or  of  the  United  States,  may  in 
like  manner  be  claimed  as  a  loss.    If  reimbursement  is  made  by  m 
State  or  the  United  States  in  whole  or  in  part  on  account  of  stock 
killed  or  other  property  destroyed  in  respect  of  which  a  loss  was 
claimed  for  a  prior  year,  the  amount  received  shall  be  reported  as 
mcome  for  the  year  in  which  reimbursement  is  made.    The  cost  of 
any  feed,  pasturage,  or  care  which  has  been  deducted  as  an  expense 
of  operation  shaU  not  be  included  as  part  of  the  cost  of  the  stock 
for  the  purpose  of  ascertaining  the  amount  of  a  deductible  loss.    If 
gross  income  is  ascertained  by  inventories,  no  deduction  can  be  made 
for  hve  stock  or  products  lost  during  the  year,  whether  purchased 
for  resale  or  produced  on  the  farm,  as  such  losses  will  be  reflected 
m  the  inventory  by  reducing  the  amount  of  Hve  stock  or  products 
on  hand  at  the  close  of  the  year.    If  an  individual  owns  and  oper- 
ates  a  farm,  in  addition  to  being  engaged  in  another  trade,  business, 
or  calling,  and  sustains  a  loss  from  such  operation  of  the  farm,  then 
the  amount  of  loss  sustained  may  be  deducted  from  gross  income 
received  from  all  sources,  provided  the  farm  is  not  operated  for 
recreation  or  pleasure.     (See  articles  57, 131,  and  210.) 

Abt.  176.  Sale  of  capital  stock,  bonds,  and  capital  assets.— A  corpora- 
tion sustains  no  deductible  loss  from  the  sale  of  its  capital  stock. 
(See  article  66.)  If  it  sells  its  bonds  at  a  discount,  the  amount  of 
such  discount  is  treated  in  the  same  way  as  inter^t  paid,  and  if  it 
retires  its  bonds  at  a  price  in  excess  of  the  issuing  price,  such  excess 
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may  usually  be  deducted  as  expense.  (See  article  68.)  Any  loss 
pustained  by  a  corporation  upon  the  sale  of  its  capital  assets,  com- 
puted as  provided  in  sections  111-113  and  articles  661-604,  subject 
to  the  limitation  provided  in  section  118  as  to  the  purchase  and  sale 
of  stock  or  securities,  is  deductible. 

[SEC.  23.  DEDUCTIONS  FROM  GROSS  INCOME.] 

[In  computing  net  Income  there  shall  be  allowed  as  deductions:] 
(j)  Bad  debts.— Debts  ascertained  to  be  worthless  and  charged  off 
within  the  taxaMe  yiwr  (or,  in  the  discretion  of  the  Commissioner, 
a  reasonable  addition  to  a  reserve  for  bad  debts)  ;  and  when  satisfied 
that  a  debt  is  recoverable  <mly  in  part,  the  Commissioner  may  aUow 
loch  debt  to  be  charged  off  in  part 

Art.  191.  Bad  deMs.— Bad  debts  may  be  treated  in  either  of  two 


(1)  By  a  deduction  from  income  in  respect  of  debts  ascertained 
to  be  worthless  in  whole  or  in  part,  or 

(2)  By  a  deduction  from  income  of  an  addition  to  a  reserve  for 
bad  debt^. 

Taxpayers  were  given  an  option  for  1921  to  select  either  of  the 
methods  mentioned  for  treating  such  debta  (See  article  151,  Regu- 
lations 62.)  The  method  used  in  the  return  for  1921  must  be  used 
in  returns  for  subsequMit  years  and  in  returns  under  the  Revenue 
Act  of  1928  unless  permission  is  granted  by  the  Commi^/sioner  to 
change  to  the  other  method.  A  twcpayer  filing  a  first  return  of 
income  may  select  either  of  the  two  methods  subject  to  approval 
by  the  Commissioner  upon  examination  of  the  return.  If  the  method 
selected  is  approved,  it  must  be  followed  in  returns  for  subsequent 
years,  except  as  permi;5sion  may  be  granted  by  the  Commissioner  to 
change  to  another  method.  Application  for  permission  to  change 
the  method  of  treating  bad  debts  diall  be  made  at  least  30  days  prior 
to  the  close  of  the  taxable  year  for  which  the  change  is  to  be  effective. 
(See  also  article  195.) 

Where  all  the  surrounding  and  attending  circumstances  indicate 
that  a  debt  is  worthless,  either  wholly  or  in  part,  the  amount  which 
is  worthless  and  charged  off  or  written  down  to  a  nominal  amount 
on  the  books  of  the  taxpayer  shall  be  allowed  as  a  deduction  in 
c<miputing  net  income.  There  should  accompany  the  return  a  state- 
ment showing  the  propriety  of  any  deduction  claimed  for  bad  debts. 
No  deduction  shall  be  aUowed  for  the  part  of  a  debt  ascertained 
to  be  wwthless  and  charged  off  prior  to  January  1,  1921,  unless  and 
mtil  the  debt  is  ascertained  to  be  totally  worthless  and  is  finally 
charged  off  or  is  written  down  to  a  nominal  amount,  or  the  loss  is 
d«tennined  in  some  other  maimer  by  a  dosed  and  completed  transac- 
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tion.  Before  a  taxpayer  may  charge  off  and  deduct  a  debt  in  part^ 
he  must  ascertain  and  be  able  to  demonstrate,  with  a  reasonable  de- 
gree of  certainty,  the  amount  thereof  which  is  uncollectible.  Any 
amount  subsequently  received  on  account  of  a  bad  debt  or  on  account 
of  a  part  of  such  debt  previously  charged  off  and  allowed  as  a  de- 
duction for  income  tax  purposes,  must  be  included  in  gross  income 
for  the  taxable  year  in  which  received.  In  determining  whether  a 
debt  is  worthless  in  whole  or  in  part  the  Commissioner  will  consider 
all  pertinent  evidence,  including  the  value  of  the  collateral,  if  any, 
securing  the  debt  and  the  financial  condition  of  the  debtor.  Partial 
deductions  will  be  allowed  with  respect  to  specific  debts  only. 

Where  the  surrounding  circumstances  indicate  that  a  debt  is  worth- 
less and  uncollectible  and  that  legal  action  to  enforce  payment  would 
ift  all  probability  not  result  in  the  satisfaction  of  execution  on  a  judg- 
ment, a  showing  of  these  facts  will  be  sufficient  evidence  of  the  worth- 
lessness  of  the  debt  for  the  purpose  of  deduction.  Bankruptcy  is 
generally  an  indication  of  the  worthlessness  of  at  least  a  part  of  an 
unsecured  and  unpreferred  debt.  Actual  determination  of  worth- 
lessness in  bankruptcy  cases  is  sometimes  possible  before  and  at  other 
times  only  when  a  settlement  in  bankruptcy  shall  have  been  had. 
Where  a  taxpayer  ascertained  a  debt  to  be  worthless  and  charged 
it  off  in  one  year,  the  mere  fact  that  bankruptcy  proceedings  insti- 
tuted against  the  debtor  are  terminated  in  a  later  year,  confirming 
the  conclusion  that  the  debt  is  worthless,  will  not  authorize  shifting 
the  deduction  to  such  later  year.  If  a  taxpayer  computes  his  income 
upon  the  basis  of  valuing  his  notes  or  accounts  receivable  at  their  fair 
market  value  when  received,  which  may  be  less  than  their  face  value, 
the  amount  deductible  for  bad  debts  in  any  case  is  limited  to  such 
original  valuation. 

Where  banks  or  other  corporations  which  are  subject  to  super- 
vision by  Federal  authorities  (or  by  State  authorities  maintaining 
substantially  equivalent  standards)  in  obedience  to  the  specific 
orders,  or  in  accordance  with  the  general  policy  of  such  supervisory 
officers,  charge  off  debts  in  whole  or  in  part,  such  debts  shall,  in  the 
absence  of  affirmative  evidence  clearly  establishing  the  contrary,  be 
presumed,  for  income  tax  purposes,  to  be  worthless  or  recoverable 
only  in  part,  as  the  case  may  be. 

Art.  192.  Examples  of  bad  debts.— Worthless  debts  arismg  from 
unpaid  wages,  salaries,  rents,  and  similar  items  of  taxable  income, 
will  not  be  allowed  as  a  deduction  unless  the  income  such  items  rep- 
resent has  been  included  in  the  return  of  income  for  the  year  in  which 
the  deduction  as  a  bad  debt  is  sought  to  be  made  or  in  a  previous 
year.    Only  the  difference  between  the  amount  received  in  distribu- 
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tion  of  the  assets  of  a  bankrupt  and  the  amount  of  the  claim  may  be 
deducted  as  a  bad  debt.  The  difference  between  the  amount  received 
by  a  creditor  of  a  decedent  in  distribution  of  the  assets  of  the  de- 
cedent's estate  and  the  amount  of  his  claim  may  be  considered  a 
worthless  debt  A  purchaser  of  accounts  receivable  which  can  not  be 
collected  and  are  consequently  charged  off  the  books  as  bad  debts  is 
entitled  to  deduct  them,  the  amount  of  deduction  to  be  based  upon 
the  price  he  paid  for  them  and  not  upon  their  face  value. 

Abt.  193.  ITnooUectilile  defleiency  upon  sale  of  mortgaged  or  pledged 
property.— Where  mortgaged  or  pledged  property  is  lawfully  sold 
(whether  to  the  credits  or  another  purchaser)   for  less  than  the 
amount  of  the  debt,  and  the  mortgagee  or  pledgee  ascertains  that  the 
portion  of  the  indebtedness  remaining  unsatisfied  after  such  sale  is 
wholly  or  partially  uncollectible,  and  charges  it  off,  he  may  deduct 
such  amount  (to  the  extent  that  it  constitutes  capital  or  represents 
an  item  the  income  from  which  has  been  returned  by  him)  as  a  bad 
debt  for  the  taxable  year  in  which  it  is  ascertained  to  be  wholly  or 
partially  worthless  and  charged  off.    In  addition,  where  the  creditor 
buys  in  the  mortgaged  or  pledged  property,  loss  or  gain  is  realized 
measured  by  the  difference  between  the  amount  of  those  obligations 
of  the  debtor  which  are  applied  to  the  purchase  or  bid  price  of  the 
property  (to  the  extent  that  such  obligations  constitute  capital  or 
represent  an  item  the  income  from  which  haai  been  returned  by  him) 
and  the  fair  market  value  of  the  property.    The  fair  market  value  of 
the  property  shall  be  presumed  to  be  the  amount  for  which  it  is  bid 
in  by  the  taxpayer  in  the  absence  of  clear  and  convincing  proof  to 
the  contrary.    If  the  creditor  subsequently   sells  the  property  so 
acquired,  the  basis  for  determining  gain  or  loss  is  the  fair  market 
value  of  the  property  at  the  date  of  acquisition. 

Accrued  interest  may  be  included  as  part  of  the  deduction  only 
when  it  has  previously  been  returned  as  income. 

Abt.  194.  Worthless  securities.— Where  bonds  purchased  before 
March  1,  1913,  depreciated  in  value  between  the  date  of  purchase 
and  that  date,  and  were  in  a  later  year  ascertained  to  be  worthless 
and  charged  off,  the  owner  is  entitled  to  a  deduction  in  that  year 
equal  to  the  cost  of  the  bonds.  Bonds  purchased  since  February  28, 
1913,  when  ascertained  to  be  worthless,  may  be  treated  as  bad  debts 
to  the  amount  actually  paid  for  them.  Bonds  of  an  insolvent  cor- 
poration secured  only  by  a  mortgage  from  which  on  foreclosure 
nothing  is  realized  for  the  bondholders  are  regarded  as  ascertained 
to  be  worthless  not  later  than  the  year  of  the  foreclosure  sale,  and 
no  deduction  for  a  bad  debt  is  allowable  in  computing  a  bondholder's 
isGome  for  a  subsequent  year.    A  deduction  for  a  bad  debt  based 
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upon  the  value  of  the  debt  on  March  1, 1913,  is  allowable  only  when 
such  value  is  established  to  the  satisfaction  of  the  Commissioner. 

A  taxpayer  (other  than  a  dealer  in  securities)  possessing  debts 
evidenced  by  bonds  or  other  similar  obligations  can  not  deduct  from 
gross  income  any  amount  merely  on  account  of  market  fluctuation. 
Where  a  taxpayer  ascertains,  however,  that  due,  for  instance,  to  the 
financial  condition  of  the  debtor,  or  conditions  other  than  market 
fluctuation,  he  will  recover  upon  maturity  none  or  only  a  part  of 
the  debt  evidenced  by  the  bonds  or  other  similar  obligations  and 
so  demonstrates  to  the  satisfaction  of  the  Commissioner,  he  may 
deduct  in  computing  net  income  the  uncollectible  part  of  the  debt 
evidenced  by  the  bonds  or  other  similar  obligations. 

Art,  195.  Keserve  for  bad  debts. — ^Taxpayers  who  have,  prior  to 
1928,  established  the  reserve  method  of  treating  bad  debts  and  main- 
tained proper  reserve  accounts  for  bad  debts,  or  who,  in  accordance 
with  article  191,  or  upon  securing  permission  from  the  Commissioner, 
adopt  the  reserve  method  of  treating  bad  debts,  may  deduct  from 
gross  income  a  reasonable  addition  to  a  reserve  for  bad  debts  in  lieu 
of  a  deduction  for  specific  bad  debt  items. 

What  constitutes  a  reasonable  addition  to  a  reserve  for  bad  debts 
must  be  determined  in  the  light  of  the  facts,  and  will  vary  as  be- 
tween classes  of  business  and  with  conditions  of  business  prosperity. 
A  taxpayer  using  the  reserve  method  should  make  a  statement  in 
his  return  showing  the  volume  of  his  charge  sales  (or  other  business 
transactions)  for  the  year  and  the  percentage  of  the  reserve  to  such 
amoimt,  the  total  amount  of  notes  and  accoimts  receivable  at  the 
beginning  and  close  of  the  taxable  year,  and  the  amount  of  the 
debts  which  have  been  ascertained  to  be  wholly  or  partially  worth- 
less and  charged  against  the  reserve  account  during  the  taxable  year. 

[SEC.  23.  DEDUCTIONS  FROM  GROSS  INCOME.] 

[In  computing  net  income  there  shall  be  allowed  as  deductions :] 
(k)  Depreciation. — ^A  reasonable  allowance  for  the  exhaustion,  wear 
and  tear  of  property  used  in  the  trade  or  business,  including  a  reason- 
able allowance  for  obsolescence.  In  the  case  of  property  held  by  one 
person  for  life  with  remainder  to  another  person,  the  deduction  shall 
be  computed  as  if  the  life  tenant  were  the  absolute  owner  of  the  prop- 
erty and  shall  be  allowed  to  the  life  tenant  In  the  case  of  property 
held  in  trust  the  allowable  deduction  shall  be  apportioned  between  the 
income  beneficiaries  and  the  trustee  in  accordance  with  the  pertinent 
provisions  of  the  instrument  creating  the  trust,  or,  in  the  absence  of 
such  provisions,  on  the  basis  of  the  trust  income  allocable  to  each. 

Art.  201.  Depreciation. — A  reasonable  allowance  for  the  exhaustion, 
wear  and  tear,  and  obsolescence  of  property  used  in  the  trade  or 
business  may  be  deducted  from  gross  income.    For  convenience  such 
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an  allowance  will  usually  be  referred  to  as  depreciation,  excluding 
from  the  term  any  idea  of  a  mere  reduction  in  market  value  not 
resulting  from  exhaustion,  wear  and  tear,  or  obsolescence.  The 
proper  allowance  for  such  depreciation  of  any  property  used  in  the 
trade  or  business  is  that  amount  which  should  be  set  aside  for  the 
taxable  year  in  Accordance  with  a  reasonably  consistent  plan  (not 
necessarily  at  a  uniform  rate),  whereby  the  aggregate  of  the  amounts 
so  set  aside,  plus  the  salvage  value,  will,  at  the  end  of  the  useful  life 
of  the  property  in  the  business,  equal  the  bwis  of  the  property  deter- 
mined in  accordance  with  section  113  and  articles  591-604.  Due 
regard  must  also  be  given  to  expenditures  for  current  upkeep.  In 
the  case  of  property  held  by  one  person  for  life  with  remainder  to 
another  person,  the  deduction  for  depreciation  shall  be  computed  as 
if  the  life  tenant  were  the  absolute  owner  of  the  property  so  that  he 
will  be  entitled  to  the  deduction  during  his  life,  and  thereafter  the 
deduction,  if  any,  will  be  allowed  to  the  remainderman.  In  the  case 
of  property  held  in  trust,  the  allowable  deduction  is  to  be  apportioned 
between  the  income  beneficiaries  and  the  trustee  in  accordance  with 
the  pertinent  provisions  of  the  will,  deed,  or  other  instrument  creat- 
ing the  trust,  or,  in  the  absence  of  such  provisions,  on  the  basis  of  the 
trust  income  which  is  allocable  to  the  trustee  and  the  beneficiaries, 
respectively.  For  example,  if  the  tru;gt  instrument  provides  that  the 
income  of  the  trust  computed  without  regard  to  depreciation  shall 
be  distributed  to  a  named  beneficiary,  such  ben^ciary  will  be  entitled 
to  the  depreciation  allowance  to  the  exclusion  of  the  trustee,  while 
if  the  instrument  provides  that  the  trustee  in  determining  the  dis- 
tributable income  shall  first  make  due  allowance  for  keeping  the  trust 
corpus  intact  by  retaining  a  reasonable  amount  of  the  current  income 
for  that  purpose,  the  allowable  deduction  will  be  granted  in  full  to 
the  trustee. 

Akt.  202.  Depreciable  property.— The  necessity  for  a  depreciation 
allowance  arises  from  the  fact  that  certain  property  used  in  the  busi- 
ness gradually  approaches  a  point  where  its  usefulness  is  exhausted. 
The  allowance  should  be  confined  to  property  of  this  nature.  In  the 
case  of  tangible  property,  it  applies  to  that  which  is  subject  to  wear 
and  tear,  to  decay  or  decline  from  natural  causes,  to  exhaustion,  and 
to  obsolescence  due  to  the  normal  progress  of  the  art,  as  where  ma- 
chinery or  other  property  must  be  replaced  by  a  new  inventicm,  or 
due  to  the  inadequacy  of  the  property  to  the  growing  needs  of  the 
business.  It  does  not  apply  to  inventories  or  to  stock  in  trade, 
nor  to  land  apart  frcnn  the  improvements  or  physical  development 
added  to  it.  It  does  not  apply  to  bodies  of  minerals  which  through 
the  process  of  remoyal  slier  depletion,  other  provisions  for  this 
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being  made  in  the  Act.  (See  sections  23(1)  and  114  and  articles 
221-257  and  611.)  Property  kept  in  repair  may,  nevertheless,  be 
the  subject  of  a  depreciation  allowance.  (See  article  124.)  The 
deduction  of  an  allowance  for  depreciation  is  limited  to  property 
used  in  the  taxpayer's  trade  or  business.  No  such  allowance  may  be 
made  in  respect  of  automobiles  or  other  vehicles  used  solely  for 
pleasure,  a  building  used  by  the  taxpayer  solely  as  his  residence, 
nor  in  respect  of  furniture  or  furnishings  therein,  personal  effects, 
or  clothing;  but  properties  and  costumes  used  exclusively  in  a  busi- 
ness, such  as  a  theatrical  business,  m3,y  be  the  subject  of  a  deprecia- 
tion allowance. 

Art.  203.  Depreciation  of  intangible  property. — Intangibles,  the  use 
of  which  in  the  trade  or  business  is  definitely  limited  in  duration, 
may  be  the  subject  of  a  depreciation  allowance.  Examples  are  pat- 
ents and  copyrights,  licenses,  and  franchises.  Intangibles,  the  use 
of  which  in  the  business  or  trade  is  not  so  limited,  will  not  usually 
be  a  proper  subject  of  such  an  allowance.  If,  however,  an  intangible 
asset  acquired  through  capital  outlay  is  known  from  experience  to 
be  of  value  in  the  business  for  only  a  limited  period,  the  length  of 
which  can  be  estimated  from  experience  with  reasonable  certainty, 
such  intangible  asset  may  be  the  subject  of  a  depreciation  allowance, 
provided  the  facts  are  fully  shown  in  the  return  or  prior  thereto  to 
the  satisfaction  of  the  Commissioner.  No  deduction  for  deprecia- 
tion, including  obsolescence,  is  allowable  in  respect  of  good  will. 

Art.  204.  Capital  stun  recoverable  through  depreciation  allowances. — 
The  capital  sum  to  be  replaced  by  depreciation  allowances  is  the 
cost  or  other  basis  of  the  property  in  respect  of  which  the  allow- 
ance is  made.  (See  sections  113  and  114  and  articles  591-604  and 
611.)  To  this  amount  should  be  added  from  time  to  time  the  cost 
of  improvements,  additions,  and  betterments,  and  from  it  should  be 
deducted  from  time  to  time  the  amount  of  any  definite  loss  or  damage 
sustained  by  the  property  through  casualty,  as  distinguished  from 
the  gradual  exhaustion  of  its  utility  which  is  the  basis  of  the  depre- 
ciation allowance.  In  the  case  of  the  acquisition  on  or  after  March 
1, 1913,  of  a  combination  of  depreciable  and  nondepreciable  property 
for  a  lump  price,  as,  for  example,  buildings  and  land,  the  capital  sum 
to  be  replaced  is  limited  to  an  amount  which  bears  the  same  propor- 
tion to  the  lump  price  as  the  value  of  the  depreciable  property  at 
the  time  of  acquisition  bears  to  the  value  of  the  entire  property  at 
that  time.  Where  the  lessee  of  real  property  erects  buildings,  or 
makes  permanent  improvements  which  become  part  of  the  realty  and 
income  has  been  returned  by  the  lessor  as  a  result  thereof,  as  provided 
in  article  63,  the  capital  sum  to  be  replaced  by  depreciation  allow- 
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ances  is  held  to  be  the  sune  as  though  no  such  buildings  had  been 
erected  or  such  improvements  made.  In  the  case  of  property  which 
lias  been  the  subject  of  deductions  for  amortization  under  sections 
214  (a)  (9)  and  234  (a)  (8)  of  the  Revenue  Acts  of  1918  and  1921, 
depreciation  deductions  will  be  computed  after  the  close  of  the  amor- 
tization  period  upon  the  cost  or  other  basis  of  such  property  after  the 
amortization  allowance  has  been  deducted.  No  depreciation  deduc- 
tion will  be  allowed  in  the  case  of  property  which  has  been  amortized 
to  its  scrap  value  and  is  no  longer  in  use.  (See  article  182  of  Regu- 
lations 45  and  62.) 

Abt.  205.  Method  of  computing  depreciation  allowance.— The  capital 
sum  to  be  replaced  should  be  charged  off  over  the  useful  life  of  the 
property,  either  in  equal  annual  installments  or  in  accordance  with 
any  other  recognized  trade  practice,  such  as  an  apportionment  of  the 
capital  sum  over  units  of  production.    Whatever  plan  or  method  of 
apportionment  is  adopted  must  be  reasonable  and  must  have  due 
regard  to  operating  conditions  during  the  taxable  period.    While 
the  burden  of  proof  must  rest  upon  the  taxpayer  to  sustain  the  de- 
duction taken  by  him,  such  deductions  will  not  be  disallowed  unless 
shown  by  clear  and  convincing  evidence  to  be  unreasonable.    The 
reasonableness  of  any  claim  for  depreciation  shall  be  determined 
upon  the  conditions  known  to  exist  at  the  end  of  the  period  for 
which  the  return  is  made.    If  it  develops  that  the  useful  life  of  the 
property  will  be  longer  or  shorter  than  the  useful  life  as  originally 
estimated  under  all  the  then  known  facts,  the  portion  of  the  cost 
or  other  basis  of  the  property  not  already  provided  for  through  de- 
preciation allowable  determined  in  accordance  with  the  useful  life 
of  the  property  as  originally  estimated,  should  be  spread  over  the 
remaining  useful  life  of  the  property  as  reestimated  in  the  light  of 
the  subsequent  facts,  and  depreciation  deductions  taken  accordingly. 
Where  the  cost  of  the  property  or  its  fair  market  value  as  of  March 
1,  1913,  has  been  recovered  through  depreciation  allowances,  no 
further  deduction  for  depreciation  shall  be  allowed. 

A«T.  206.  Ohsoleseenoe.— With  respect  to  physical  property  the 
whole  or  any  portion  of  which  is  clearly  shown  by  the  taxpayer  as 
being  affected  by  economic  conditions  that  will  result  in  its  being 
abandoned  at  a  future  date  prior  to  the  end  of  its  normal  useful  life, 
so  that  depreciation  deductions  alone  are  insufficient  to  return  the 
cost  (or  other  basis)  at  the  end  of  its  economic  term  of  usefulness, 
a  reasonable  deduction  for  obsolescence,  in  addition  to  depreciation, 
may  be  allowed  in  accordance  with  the  facts  obtaining  with  respect 
to  each  item  of  property  concerning  which  a  claim  for  obsolescence 
is  made.    No  deduction  for  obsolescence  will  be  permitted  merely 
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because,  in  the  opinion  of  a  taxpayer,  the  property  may  become  obso- 
lete at  some  later  date.  This  allowance  will  be  confined  to  such 
portion  of  the  property  on  which  obsolescence  is  definitely  shown  to 
be  sustained  and  can  not  be  held  applicable  to  an  entire  property 
unless  all  portions  thereof  are  affected  by  the  conditions  to  which 
obsolescence  is  found  to  be  due. 

Art.  207.  Depreciation  of  patent  or  copyright. — ^In  computing  a  de- 
preciation allowance  in  the  case  of  a  patent  or  copyright,  the  capital 
sum  to  be  replaced  is  the  cost  or  other  basis  of  the  patent  or  copy- 
right. The  allowance  should  be  computed  by  an  apportionment  of 
the  cost  or  other  basis  of  the  patent  or  copyright  over  the  life  of  the 
patent  or  copyright  since  its  grant,  or  since  its  acquisition  by  the 
taxpayer,  or  since  March  1,  1913,  as  the  case  may  be.  If  the  patent 
or  copyright  was  acquired  from  the  Government,  its  cost  consists 
of  the  various  Government  fees,  cost  of  drawings,  experimental 
models,  attorneys'  fees,  development  or  experimental  expenses,  etc., 
actually  paid.  Depreciation  of  a  patent  can  be  taken  on  the  basis 
of  the  fair  market  value  as  of  March  1,  1913,  only  when  affirmative 
and  satisfactory  evidence  of  such  value  is  offered.  Such  evidence 
should  whenever  practicable  be  submitted  with  the  return.  If  the 
patent  becomes  obsolete  prior  to  its  expiration,  such  proportion  of 
the  amount  on  which  its  depreciation  may  be  based  as  the  number 
of  years  of  its  remaining  life  bears  to  the  whole  number  of  years 
intervening  between  the  basic  date  and  the  date  when  it  legally  ex- 
pires may  be  deducted,  if  permission  so  to  do  is  specifically  secured 
from  the  Commissioner.  Owing  to  the  difficulty  of  allocating  to  a 
particular  year  the  obsolescence  of  a  patent,  such  permission  will  be 
granted  only  if  affirmative  and  satisfactory  evidence  that  the  patent 
became  obsolete  in  the  year  for  which  the  return  is  made  is  submitted 
to  the  Commissioner.  The  fact  that  depreciation  has  not  been  taken 
in  prior  years  does  not  entitle  the  taxpayer  to  deduct  in  any  taxable 
year  a  greater  amount  for  depreciation  than  would  otherwise  be 
allowable. 

Art.  208.  Depreciation  of  drawings  and  models.—Where  a  taxpayer 
has  incurred  expenditures  in  his  business  for  designs,  drawings,  pat- 
terns, models,  or  work  of  an  experimental  nature  calculated  to  result 
in  improvement  of  his  facilities  or  his  product,  if  the  period  of  use- 
fulness of  any  such  asset  may  be  estimated  from  experience  with 
reasonable  accuracy,  it  may  be  the  subject  of  depreciation  allowances 
spread  over  such  estimated  period  of  usefulness.  The  facts  must 
be  fully  shown  in  the  return  or  prior  thereto  to  the  satisfaction  of 
the  Commissioner.  Except  for  such  depreciation  allowances  no 
deduction  shall  be  made  by  the  taxpayer  against  any  sum  so  set  up  as 
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an  asset  except  on  the  sale  or  other  disposition  of  such  asset  at  a  loss 
or  on  proof  of  a  total  loss  thereof. 

Abt.  209.  Eccords  of  depreciable  property.— In  order  that  the  veri- 
fication of  depreciation  allowances  claimed  by  the  taxpayer  may  be 
facilitated,  depreciation  should  be  recorded  on  the  taxpayer's  books, 
the  amount  measuring  a  reasonable  allowance  for  depreciation  either 
being  deducted  directly  from  the  book  value  of  the  assets  or  prefer- 
ably  being  credited  to  a  depreciation  reserve  account,  which  should 
be  reflected  in  the  annual  balance  sheet.  For  the  same  reason  the 
allowances  should  be  computed  and  recorded  with  express  reference 
to  specific  items,  units,  or  groups  of  property,  each  item  or  unit  being 
cimsidered  separately  or  specifically  included  in  a  group  with  others 
t»  which  the  same  factors  apply.  Also,  the  taxpayer's  books  should 
show  the  basis  of  the  depreciable  property  and  any  adjustments 
thereto,  and,  m  cases  where  the  basis  of  the  property  is  other  than 
cost,  or  value  on  March  1, 1913,  or  value  at  date  of  acquisition  (as, 
for  example,  if  the  property  was  acquired  by  gift  or  transfer  in  trust 
after  December  31,  1920,  or  through  a  reorganization  or  a  tax-free 
exchange  (see  particularly  section  113  (a)  and  articles  591-604)), 
the  books  should  show  the  data  used  in  ascertaining  such  basis  and 
the  adjustments  thereto. 

Art.  210.  Bepredation  in  the  ease  of  famcr*.— A  reasonable  allow- 
ance for  depreciation  may  be  claimed  on  farm  buildings  (other  than 
a  dwelling  occupied  by  the  owner),  farm  machinery,  and  other  phys- 
ical  property.  A  reasonable  allowance  for  depreciation  may  also 
be  claimed  on  live  stock  acquired  for  work,  breeding,  or  dairy  pur- 
poses, unless  they  are  included  in  an  inventory  used  to  determine 
profits  in  accordance  with  artide  57.  Such  depreciation  should  be 
based  on  the  cost  or  other  basis  and  the  estimated  Hfe  of  the  live 
^ock.  If  such  live  stock  be  included  in  an  inventory  no  depreciation 
thereof  will  be  aUowed,  as  the  corresponding  reduction  in  their  value 
will  be  reflected  in  the  inventory.    (See  also  articles  131  and  175.)     - 

ISEC.  23.  DEDUCTIONS  FROM  GROSS  INCOME.] 

£In  comiratiiig  net  income  there  shaU  be  aUowed  as  dednctiona:] 
(I)  Depletion.— In  tiie  case  of  mines,  oU  and  gas  wells,  other  natu- 
ral dQ)osits,  and  timber,  a  reasonable  aUowance  for  depletion  and 
for  depreciation  of  improvements,  according  to  the  pecuUar  conditions 
in  each  case;  such  reaswiaWe  allowance  in  all  cases  to  be  made 
xmder  mles  and  regulations  to  be  prescribed  by  the  Commissioner 
with  the  awH-oval  of  the  Secretary.  In  the  case  of  leases  the  deduction 
shaU  be  equitably  apportioned  between  the  lessor  and  lessee  In  the 
case  of  property  held  by  one  person  for  life  with  remainder  to  another 
person,  the  deduction  sbaU  be  computed  as  if  the  life  tenant  were  the 
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absolute  owner  of  the  property  and  shall  be  aUowed  to  the  life  tenant 
In  the  case  of  property  held  in  trust  the  allowable  deduction  ^all  be 
apportioned  between  the  income  beneficiaries  and  the  trustee  In  accord- 
ance with  the  pertinent  provisions  of  the  instrument  creating  the  trust, 
or.  In  the  absence  of  such  provisions,  on  the  basis  of  the  trust  income 
allocable  to  each.  (For  percentage  depletion  in  case  of  oU  and  gas 
wells,  see  section  114  (b)  (3).) 

(m)  Basis  for  depreciation  and  depletion.— The  basis  upon  which  de- 
pletion, exhaustion,  wear  and  tear,  and  obsolescence  are  to  be  allowed 
in  respect  of  any  property  shall  be  as  provided  in  section  114. 

Abt.  221.  Depletion  of  mines,  oil  and  gas  wells;  depreciation  of  im- 
provements.— Section  23  (1)  provides  that  taxpayers  shall  be  allowed 
as  a  deduction  in  computing  net  income  in  the  case  of  natural  de- 
posits a  reasonable  allowance  for  depletion  of  mineral  and  for  de- 
preciation of  improvements.  See  section  114  and  articles  241  and 
611  with  reference  to  the  basis  for  c(»nputing  depreciation  and 
depletion. 

The  essence  of  these  provisions  of  the  Act  is  that  the  owner  of 
mineral  deposits,  whether  freehold  or  leasehold,  shall,  within  the 
limitations  prescribed,  secure  through  an  aggregate  of  annual  deple- 
tion and  depreciation  deductions  the  return  of  either  the  cost  of  his 
property  or  the  value  of  his  property  on  the  basic  date  plus,  in  either 
case,  subsequent  allowable  capital  additions  (see  articles  242  and 
243),  but  not  including  land  values  for  purposes  other  than  the  ex- 
traction of  minerals.    But  see  section  114  (b)   (3)  and  article  241. 

Operating  owners,  lessors,  and  lessees,  whether  corporations  or 
individuals,  are  entitled  to  deduct  an  allowance  for  depletion  and 
depreciation,  but  a  shareholder  in  a  mining  or  oil  or  gas  corporation 
is  not  allowed  such  deductions  with  respect  to  the  property  of  the 
corporation.    But  see  article  626.  \ 

The  principles  governing  the  apportionment  of  depreciation  in  the 
case  of  property  held  by  one  person  for  life  with  remainder  to  another 
person  and  in  the  case  of  property  held  in  trust  are  also  applicable  to 
depletion.     (See  article  201.) 

When  used  in  these  articles  (221-257)  covering  depletion  and 
depreciation — 

(a)  The  term  "basic  date"  means  the  date  as  of  which  property 
is  valued  for  the  purpose  of  determining  its  basis  for  depletion,  such 
as  the  date  of  discovery  or  within  30  days  thereafter,  in  the  case  of 
the  discovery  of  a  mine.  In  cases  in  which  the  basis  for  depletion 
of  property  under  sections  113  and  114  is  neither  the  cost  nor  the 
value  of  the  property  on  any  basic  date  (for  example,  cases  in  which 
"  the  basis  shall  be  the  same  as  it  would  be  in  the  hands  of  the  trans- 
feror "),  the  term  "  value  of  the  property  on  the  basic  date  "  and  any 
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equivalent  term  are  to  be  taken  to  mean  the  basis  prescribed  in 
section  113. 

(ft)  The  "  fair  market  value  "  of  a  property  is  that  amount  which 
would  induce  a  willing  seller  to  sell  and  a  willing  buyer  to  purchase. 

(c)  A  "  mineral  property  "  is  the  mineral  deposit,  the  development 
and  plant  necessary  for  its  extraction,  and  so  much  of  the  surface 
only  as  is  reasonably  expected  to  be  underlaid  with  the  mineral.  The 
value  of  a  mineral  property  is  the  combined  value  of  its  component 
parta 

(d)  A  "  mineral  deposit "  refers  to  minerals  only,  such  as  the  ores 
only  in  the  case  of  a  mine,  to  the  oil  only  in  the  case  of  an  oil  well, 
and  to  the  gas  only  in  the  case  of  a  gas  well,  and  to  the  oil  and  gas 
in  the  case  of  a  well  producing  both  oil  and  gas.  The  value  of  a 
mineral  deposit  is  the  value  of  the  mineral  property,  less  the  value 
of  the  plant  and  equipment,  and  less  the  value  of  the  surface  of  the 
land  for  purposes  other  than  mineral  production.  The  cost  of  a 
mineral  deposit  is  that  proportion  of  the  total  cost  of  the  mineral 
property  which  the  value  of  the  deposit  bears  to  the  value  of  the 
property  at  the  time  of  its  purchase. 

(e)  "  Minerals  "  include  ores  of  the  metals,  v>oal,  oil,  gas,  and  such 
nonmetallic  substances  as  abrasives,  asbestos,  asphaltum,  barytes, 
borax,  building  stone,  cement  rock,  clay,  crushed  stone,  feldspar, 
fluorspar,  fuller's  earth,  graphite,  gravel,  gypsum,  limestone,  mag- 
nesite,  marl,  mica,  mineral  pigments,  peat,  potash,  precious  stones, 
refractories,  rock  phosphate,  salt,  sand,  silica,  slate,  soapstone,  soda, 
sulphur,  and  talc 

(/)  "  Operating  profit "  is  the  net  amount  received  from  the  sale 
of  minerals  before  depletion  and  depreciation  are  deducted.  It  is 
distinct  from  net  income,  as  defined  in  section  21. 

(g)  "  Depletion  or  depreciation  sustained  "  means  (except  in  cases 
where  a  discovery  value  has  been  established,  as  to  which  see  para- 
graph (h))  depletion  or  depreciation  actually  sustained,  whether 
legally  allowable  or  not,  based  on  the  cost  or  value  as  at  the  basic 
date,  as  the  case  may  be. 

(A)  "Depletion  allowance  in  case  of  discovery":  The  deduction 
for  depletion  in  case  of  the  discovery  of  a  mine  shall  not  exceed  50 
per  cent  of  the  net  income,  computed  without  allowance  for  depletion, 
from  the  property  upon  which  the  discovery  is  made,  except  that  in 
no  case  shaE  the  depletion  allowance  be  less  than  it  would  be  if  com- 
puted without  reference  to  discovery  value.  The  phrase  "  net  income 
of  the  taxpayer  (computed  without  allowance  for  depletion)"  means 
the  gross  income  from  the  sale  of  all  mineral  products  from  the 
discovery  ore  body  less  the  deductions  in  respect  to  the  property 
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upon  which  the  discovery  is  made,  including  overhead  and  operating 
expenses,  depreciation,  taxes,  losses  sustained,  etc.,  but  excluding  any 
allowance  for  depletion.  If  the  mineral  products  are  not  sold  as 
raw  material  but  are  manufactured  or  converted  into  a  refined  prod- 
uct, then  the  gross  income  shall  be  assumed  to  be  equivalent  to  the 
market  or  field  price  of  the  raw  material  before  conversion.  De- 
preciation, taxes,  and  such  expenses  as  overhead  (which  can  not  be 
directly  attributed  to  the  discovery  ore  body)  shall  be  allocated  on 
the  basis  of  the  ratio  of  the  number  of  units  produced  from  such 
discovery  ore  body  to  the  total  number  of  units  produced  from  the 
particular  operating  division  in  which  the  discovery  ore  body  is 
located. 

{i)  "  Depletion  allowance  based  on  the  income  from  oil  and  gas 
wells  " :  The  deduction  for  depletion  based  on  the  income  from  oil 
and  gas  wells  shall  not  exceed  50  per  cent  of  the  net  income  of  the 
taxpayer,  computed  without  allowance  for  depletion,  from  the  prop- 
erty, except  that  in  no  case  shall  the  depletion  allowance  be  less  than 
it  would  be  if  computed  without  reference  to  the  income  from  the 
property.    The  phrase  "  net  income  of  the  taxpayer  (computed  with- 
out allowance  for  depletion)"  means  the  gross  income  from  the  sale 
of  oil  and  gas  less  the  deductions  in  respect  to  the  property  upon 
which  depletion  is  claimed,  including  overhead  and  operating  ex- 
penses, development  expenses  (if  the  taxpayer  has  elected  to  deduct 
development  expenses),  depreciation,  taxes,  losses  sustained,  ete.,  but 
excluding  any  allowance  for  depletion.    If  the  oil  and  gas  are  not 
sold  on  the  property  but  are  manufactured  or  converted  into  a 
refined  product  or  are  transported  from  the  property  prior  to  sale, 
then  the  gross  income  shall  be  assumed  to  be  equivalent  to  the  market 
or  field  price  of  the  oil  and  gas  before  conversion  or  transportation. 
Depreciation,  taxes,  and  such  expenses  as  overhead  (which  can  not 
be  directly  attributed  to  any  particular  property)  shall  be  allocated 
on  the  basis  of  the  ratio  of  the  number  of  units  produced  from  the 
property  on  which  depletion  is  claimed  to  the  total  number  of  units 
produced   from  the  operating  division  in   which  the  property  is 
located.    In  cases  where  the  taxpayer,  in  addition  to  producing  oil 
and  gas,  engages  in  additional  activities  such  as  operating  refineries 
and  transportation  lines,  depreciation,  taxes,  and  such  expenses  as 
overhead  which  can  not  be  directly  attributed  to  any  specific  activity, 
shall  be  allocated  to  the  production  of  oil  and  gas  on  the  basis  of 
the  ratio  which  the  operating  expenses  and  development  expenses 
(if  the   taxpayer   has   elected    to   deduct   development   expenses) 
directly  attributable  to  the  production  of  oil  and  gas  bear  to  the 
taxpayer's  total  operating  expenses  and  development  expenses. 
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Airr.  222.  Amount  retnniablc  thronjgfh  depletion  and  depreciation  de- 
ductions in  the  case  of  an  operating  owner.— In  the  case  of  an  operating 
owner  in  fee,  the  amount  remaining  in  any  year  returnable  through 
depletion  and  depreciation  deductions  is  (a)  the  cost  or  value  of 
the  property  at  the  basic  date  plus  (b)  subsequent  allowable  capital 
additions  and  minus  (c)  depletion  and  depreciation  sustained, 
whether  legally  allowable  or  not,  from  the  basic  date  to  the  taxable 
year  and  minus  (d)  the  cost  or  value  of  the  land  at  the  basic  date 
for  other  purposes  than  mineral  production  and  the  residual  value 
of  other  property  at  the  end  of  operations.  The  amount  returnable 
through  depletion  is  the  total  capital  remaining  less  the  sum  recov- 
erable through  depreciation.  The  provisions  of  this  paragraph  do 
not  apply  to  the  computation  of  the  depletion  allowance  in  the  case 
of  oil  and  gas  wells  when  such  allowance  is  based  on  the  income  from 
the  property. 

Art.  223.  Amount  retnrnablc  through  depletion  and  depreciation  de- 
ductions in  the  case  of  lessee. — (a)  In  the  case  of  a  lessee,  the  amount 
remaining  in  any  year  returnable  through  depletion  and  deprecia- 
tion deductions  is  (1)  the  value  as  of  the  basic  date  of  the  lessee's 
equity  in  the  property  plus  (2)  subsequent  allowable  capital  addi- 
tions and  minus  (3)  depletion  and  depreciation  sustained,  whether 
legally  allowable  or  not,  from  the  basic  date  to  the  taxable  year  and 
nainus  (4)  the  residual  value  of  other  property  at  the  end  of  opera- 
tions. The  amount  returnable  through  depletion  is  the  total  capital 
remaining  less  the  sum  recoverable  through  depreciation.  Tlie  pro- 
visions of  this  paragraph  do  not  apply  to  the  computation  of  the 
depletion  allowance  in  the  case  of  oil  and  gas  wells  when  such 
allowance  is  based  on  the  income  from  the  property. 

(b)  The  values  of  the  equities  of  lessor  and  lessee  shall  be  com- 
puted separately,  but,  when  determined  as  of  the  same  basic  date, 
shall  together  never  exceed  the  value  at  that  date  of  the  property  in 
fee  simple. 

(c)  The  value  of  a  lessee's  equity,  if  acquired  prior  to  March  1, 
1913,  is  to  be  taken  to  mean  (1)  its  cost  or  (2)  the  value  of  his 
interest  in  the  mineral  as  of  that  date,  whichever  is  greater. 

(d)  The  value  of  a  lessee's  equity  in  a  proven  mineral  property 
acquired  on  or  after  March  1, 1913,  is  to  be  taken  to  mean  its  ,cost. 

(e)  The  value  of  a  lessee's  equity  in  a  discovery  after  February  28, 
1913,  is  the  fair  market  value  at  date  of  discovery,  or  within  30  days 
thereafter,  of  his  equity  in  the  mineral  discovered. 

Abt.  224.  Amount  returnable  through  depletion  and  depreciation  de- 
ductions in  the  case  of  lessor.— (a)  In  the  case  of  a  lessor,  the  amount 
remaining  in  any  year  returnable  through  depletion  and  depreciation 
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deductions  is  (1)  the  value  of  his  equity  in  the  property  at  the  basic 
date  minus  (2)  depletion  and  depreciation  sustained,  whether  legally 
allowable  or  not,  from  the  basic  date  to  the  taxable  year  plus  (3) 
subsequent  allowable  capital  additions  and  minus  (4)  the  value  of 
the  land  at  the  basic  date  for  other  purposes  than  mineral  production 
and  the  residual  value  of  other  property  at  the  end  of  operations. 
The  amount  returnable  through  depletion  is  the  total  capital  remain- 
ing less  the  sum  recoverable  through  depreciation.  The  provisions  of 
this  paragraph  do  not  apply  to  the  .computation  of  the  depletion 
allowance  in  the  case  of  oil  and  gas  wells  when  such  allowance  is 
based  on  the  income  from  the  property. 

(6)  The  values  of  the  equities  of  lessor  and  lessee  shall  be  com- 
puted separately,  but,  when  determined  as  of  the  same  basic  date, 
shall  together  never  exceed  the  value  at  that  date  of  the  property 
in  fee  simple. 

(c)  The  value  of  the  lessor's  equity  in  the  case  of  a  mineral  prop- 
erty not  under  lease  on  March  1,  1913,  but  subsequently  leased,  is  to 
be  taken  to  mean  (1)  the  cost  or  (2)  the  en  bloc  value  of  the  mineral 
in  the  ground  on  March  1, 1913,  whichever  is  greater,  and  will,  in  the 
absence  of  satisfactory  evidence  to  the  contrary,  be  presumed  not  to 
exceed  the  value  as  of  March  1,  1913,  of  the  royalties  to  be  expected 
under  the  lease. 

(d)  The  value  of  a  lessor's  equity  in  a  mineral  property  under 
lea^  March  1,  1913,  for  the  entire  operating  life  of  the  mineral  de- 
posits is  to  be  taken  to  mean  (1)  the  cost  or  (2)  the  value  as  of 
March  1,  1913,  of  the  royalties  and  other  payments  to  be  expected 
under  the  terms  of  the  lease  in  effect  on  that  date,  whichever  is 
greater. 

(e)  The  value  of  a  lessor's  equity  in  a  mineral  property  under 
lease  March  1,  1913,  for  a  portion  of  its  operating  life  is  to  be  taken 
to  mean  (1)  the  cost  or  (2)  the  value  as  of  March  1,  1913,  of  the 
royalties  expected  from  the  mineral  to  be  extracted  during  the  life 
of  the  existing  lease  plus  the  estimated  en  bloc  value  of  the  mineral 
remaining  at  its  expiration,  which,  in  the  absence  of  satisfactory 
evidence  to  the  contrary,  will  be  presumed  not  to  exceed  the  value  as 
of  March  1,  1913,  of  royalties  which  could  have  been  expected  as  at 
that  date  from  the  remaining  mineral. 

(/)  The  value  of  a  lessor's  equity  in  a  mineral  property  when 
acquire  on  or  after  March  1,  1913,  is  to  be  taken  to  mean  its  cost 

(g)  The  value  of  a  lessor's  equity  m  a  discovery  after  February 
28,  1913,  is  the  fair  market  value  at  the  date  of  discovery,  or  wittiin 
30  days  thereafter,  of  his  equity  in  the  mineral  discovered. 
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Art.  225.  Deteminatioii  of  cost  of  deposits.— In  any  case  in  which  a 
depletion  or  depreciation  deduction  is  computed  on  the  basis  of  the 
cost  or  price  at  which  any  mine,  mineral  deposit,  mineral  right,  or 
leasehold  was  acquired,  the  owner  or  lessee  will  be  required  to  show 
that  the  cost  or  price  at  which  the  property  was  bought  was  fixed 
for  the  purpose  of  a  bona  fide  purchase  and  sale,  by  which  the  prop- 
erty passed  in  fact  as  well  as  in  form  to  an  owner  other  than  the 
vendor.  No  fictitious  or  inflated  cost  or  price  will  be  permitted  to 
form  the  basis  of  any  calculation  of  a  depletion  or  depreciation  de- 
duction, and  in  determining  whether  or  not  the  price  or  cost  at  which 
any  purchase  or  sale  was  made  represented  the  actual  market  value 
of  the  property  sold,  due  weight  will  be  given  to  the  relationship  or 
connection  existing  between  the  person  selling  the  property  and  the 
buyer  thereof. 

Abt.  226.  Betennination  of  fair  market  valne  of  mineral  properties 
other  than  oil  and  gas  properties.— (a)  Where  the  fair  market  value 
of  the  property  at  a  specified  date  is  the  basis  for  depletion  and 
depreciation  deductions,  such   value  must  be   determined,   subject 
to  approval  or  revision  by  the  Commissioner,  by  the  owner  of  the 
property  in  the  light  of  the  conditions  and  circumstances  known 
at  that  date,  regardless  of  later  discoveries  or  developments  in  the 
property  or  subsequent  improvements  in  methods  of  extraction  and 
treatment  of  the  mineral  product.     The  value  sought  should  be  that 
established  assuming  a  transfer  between  a  willing  seller  and  a  willing 
buyer  as  of  that  particular  date.    The  Commissioner  will  give  due 
weight  and  consideration  to  any  and  all  factors  and  evidence  having 
a  bearing  on  the  market  value,  such  as  cost,  actual  sales  and  transfers 
of  similar  properties,  market  value  of  stock  or  shares,  royalties  and 
rentals,  value  fixed  by  the  owner  for  purpose  of  the  capital  stock 
tax,  valuation  for  local  or  State  taxation,  partnership  accountings, 
records  of  litigation  in  which  the  value  of  the  property  was  in  ques- 
tion, the  amount  at  which  the  property  may  have  been  inventoried  in 
probate  court,  and,  in  the  absence  of  better  evidence,  disinterested 
appraisals  by  approved  methods.    Valuations  by  analytic  appraisal 
methods,  such  as  the  present  value  method,  are  not  entitled  to  great 
weight,  (1)  if  the  value  of  a  mineral  deposit  can  be  determined  upon 
the  basis  of  cost  or  replacement  value,  (2)  if  the  knowledge  of  the 
presence  of  the  mineral  has  not  greatly  enhanced  the  value  of  the 
mineral  property,  (3)  if  the  removal  of  the  mineral  does  not  mate- 
rially reduce  the  value  of  the  property  from  which  it  is  taken,  or 
(4)  if  the  profits  arising  from  the  exploitation  of  the  mineral  deposit 
are  wholly  or  in  great  part  due  U>  the  manufacturing  or  marketing 
ability  of  the  taxpayer  or  to  extrinsic  causes  other  than  the  possession 
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of  the  mineral  itself.  Where  the  fair  market  value  must  be  ascer- 
tained as  of  a  certain  date,  analytic  appraisal  methods  will  not  be 
used  if  the  fair  market  value  can  reasonably  be  determined  by  any 
other  method. 

(J)  To  determine  the  fair  market  value  of  a  mineral  property  by 
the  present  value  method,  the  essential  factors  must  be  determined 
for  each  deposit  included  in  the  property.  The  essential  factors  are 
(1)  the  total  operating  profit,  (2)  the  rate  at  which  this  profit  will 
be  obtained,  and  (3)  the  rate  of  interest  commensurate  with  the  risk 
for  the  particular  deposit.  In  order  to  estimate  the  total  operating 
profit  it  is  necessary  to  determine  the  quantity,  quality,  and  recover- 
able mineral  content  of  the  developed,  probable,  and  prospective  ore 
reserves  in  all  cases.  For  mines  with  a  prior  operating  record  the 
"  spread  of  profit "  per  unit  of  recoverable  mineral,  or  the  percent- 
age of  net  profit  to  gross  proceeds  from  mineral  production  is  the 
other  factor  required  in  estimates  of  the  total  expected  profit.  For 
mines  with  no  prior  operating  record  the  future  sales  price  and 
future  production  cost  per  unit  of  mineral  must  be  estimated  in 
order  to  determine  the  "  spread  of  profit "  per  unit  of  recoverable 
mineral.  In  the  application  of  factors  derived  from  past  experience 
full  allowance  should  be  made  for  probable  future  variations  in  the 
rate  of  exhaustion,  quality  or  grade  of  the  mineral,  percentage  of 
recovery,  cost  of  development,  production,  and  selling  price  of  the 
product  marketed  during  the  expected  operating  life  of  the  minend 
deposit. 

(c)  Mineral  deposits  for  which  these  factors  may  not  be  deter- 
mined with  reasonable  accuracy  from  past  operating  experience  may, 
with  the  approval  of  the  Commissioner,  be  valued  in  a  similar  man- 
ner; but  the  factors  must  be  deduced  from  concurrent  evidence,  such 
as  the  general  type  of  the  deposit,  the  characteristics  of  the  district 
m  which  it  occurs,  the  habit  of  the  mineral  deposits  in  the  property 
Itself,  the  intensity  of  mineraKzation,  the  rate  at  which  additional 
mineral  has  been  disclosed  by  exploitation,  the  stage  of  the  operating 
hfe  of  the  property,  and  any  other  evidence  tending  to  establish  a 
reasonable  estimate  of  the  required  factors. 

(d)  Mineral  deposits  of  different  grades,  locations,  and  probable 
dates  of  extraction  in  a  mineral  property  should  be  valued  separately- 
The  mineral  content  of  a  deposit  shall  be  determined  in  accordance 
with  article  229.  In  estimating  the  average  grade  of  the  developed 
and  prospective  mineral,  account  should  be  taken  of  probable  in- 
creases or  decreases  as  indicated  by  the  operating  history.  The 
rate  of  exhaustion  of  a  mineral  deposit  should  be  determined  with 
due  regard  to  the  limitations  imposed  by  plant  capacity,  by  the 
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character  of  the  deposit,  by  the  ability  to  market  the  mineral  prod- 
uct, by  labor  conditions,  and  by  the  operating  program  in  force  or 
reasonably  to  be  expected  at  the  basic  date  for  future  operations. 
The  operating  life  of  a  mineral  deposit  is  that  number  of  years 
necessary  for  the  exhaustion  of  both  the  developed  and  prospective 
mineral  content  at  the  rate  determined  as  above.  The  operating 
cost  includes  all  current  expense  of  producing,  preparing,  and  mar- 
keting the  mineral  product  sold  (due  consideration  being  given  to 
taxes)  exclusive  of  allowable  capital  additions  as  defined  in  article 
242  and  deductions  for  depreciation  and  depletion,  but  including 
cost  of  repairs.  This  cost  of  repairs  is  not  to  be  confused  with  the 
depreciation  deduction  by  which  the  cost  or  value  of  plant  and 
equipment  is  returned  to  the  taxpayer  free  from  tax.  In  general, 
no  estimates  of  these  factors  will  be  approved  by  the  Commissioner 
which  are  not  supported  by  the  operating  experience  of  the  property 
or  which  are  derived  from  different  and  arbitrarily  selected  periods. 
(e)  The  number  of  units  of  mineral  recoverable  in  marketable 
form  multiplied  by  the  estimated  operating  profit  per  unit  gives  the 
total  expected  operating  profit.  The  value  of  each  mineral  deposit 
is  then  the  total  expected  operating  profit  from  that  deposit  reduced 
to  a  present  value  as  of  the  basic  date  at  the  rate  of  interest  com- 
mensurate with  the  risk  for  the  operating  life,  and  further  reduced 
by  the  value  at  the  basic  date  of  the  depreciable  assets  and  of  the 
capital  additions,  if  any,  necessary  to  realize  the  profits.  The  de- 
gree of  risk  is  generally  lowest  in  cases  where  the  factors  of  valuation 
are  fully  supported  by  the  operating  record  of  the  mineral  property 
prior  to  the  basic  date ;  relatively  higher  risks  attach  to  appraisals 
upon  any  other  basis. 

Art.  227.  Determination  of  fair  market  value  of  oil  and  gas  proper- 
ties.— (a)  Where  the  fair  market  value  of  the  property  at  a  specified 
date  is  the  basis  for  depletion  and  depreciation  deductions,  such 
value  must  be  determined,  subject  to  approval  or  revision  by  the 
Commisi/sioner,  by  the  owner  of  the  property  in  the  light  of  the  con- 
ditions and  circumstances  known  at  that  date,  regardless  of  later 
discoveries  or  developments  in  the  property  or  subsequent  improve- 
ments in  methods  of  extraction  and  treatment  of  the  oil  and  gas 
product.  The  value  sought  should  be  that  established  assuming  a 
transfer  between  a  willing  seller  and  a  willing  buyer  as  of  that 
particular  date.  The  Commissioner  will  give  due  weight  and  con- 
sideration to  any  and  all  factors  and  evidence  having  a  bearing  on 
the  market  value,  such  as  cost,  actual  sales  and  transfers  of  similar 
properties,  market  value  of  stock  or  shares,  royalties  and  rentals, 
value  fixed  by  the  owner  for  purpose  of  the  capital  stock  tax,  valua- 
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tion  for  local  or  State  taxation,  partnership  accountings,  records  of 
litigation  in  which  the  value  of  the  property  was  in  question,  the 
amount  at  which  the  property  may  have  been  inventoried  in  probate 
court,  and,  in  the  absence  of  better  evidence,  disinterested  appraisals 
by  approved  methods.  Where  the  fair  market  value  must  be  ascer- 
tained as  of  a  certain  date,  analytic  appraisal  methods,  such  as  the 
present  value  method,  will  not  be  used  if  the  fair  market  value  can 
reasonably  be  determined  by  any  other  method. 

(h)  To  determine  the  fair  market  value  of  an  oil  and/or  gas  prop- 
erty by  the  present  value  method,  the  essential  factors  must  be 
determined  for  each  deposit  included  in  the  property.  The  factors 
are  (1)  the  total  quantity  of  oil  and/or  gas  in  terms  of  the  princi- 
pal or  customary  unit  (or  units)  paid  for  in  the  product  marketed, 
(2)  the  quantity  of  oil  and/or  gas  expected  to  be  recovered  during 
each  operating  period,  (3)  the  average  quality  or  grade  of  the  oil 
and/or  gas  reserves,  (4)  the  expected  percentage  of  recovery  in  each 
process  or  operation  necessary  for  the  preparation  of  the  oil  and  gas 
for  market,  (6)  the  probable  operating  life  of  the  deposit  in  years, 
(6)  the  unit  development  cost,  that  is,  co^t  of  development  exclusive 
of  depreciation  and  depletion,  (7)  the  unit  operating  cost,  that  is, 
cost  of  production  exclusive  of  depreciation  and  depletion,  and  (8) 
the  rate  of  interest  commensurate  with  the  risk  for  the  particulur 
deposit.  When  the  deposit  has  been  sufficiently  developed  these 
factors  may  be  determined  from  past  operating  experience.  In  the 
application  of  factors  derived  from  past  experience  full  allowance 
should  be  made  for  probable  future  variations  in  the  rate  of  exhau^- 
tion,  quality  or  grade  of  the  oil  and/or  gas,  percentage  of  recovery, 
cost  of  development,  production,  interest  rate,  and  selling  price  of 
the  product  marketed  during  the  expected  operating  life  of  the  oil 
and/or  gas  deposit. 

(c)  Oil  and  gas  deposits  for  which  these  factors  may  not  be  de- 
termined with  reasonable  accuracy  from  past  operating  experience 
may,  with  the  approval  of  the  Commissioner,  be  valued  in  a  similar 
manner ;  but  the  factors  must  be  deduced  from  concurrent  evidence, 
such  as  the  general  type  of  the  deposit,  the  characteristics  of  the 
district  in  which  it  occurs,  the  habit  of  the  oil  and  gas  deposits  in  the 
property  itself,  the  rate  at  which  additional  oil  and  gas  have  been 
disclosed  by  exploitation,  the  stage  of  the  operating  life  of  the  prop- 
erty, and  any  other  evidence  tending  to  establish  a  reasonable  esti- 
mate of  the  required  factors. 

(d)  The  oil  content  in  the  case  of  oil  wells  shall  be  determined  in 
accordance  with  article  230,  and  the  gas  content  in  the  case  of  gas 
wells  in  accordance  with  articles  232  and  233.    The  rate  of  exhaus- 
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tion  of  an  oil  or  gas  deposit  should  be  determined  by  the  character  of 
the  deposit,  by  the  ability  to  market  the  oil  and/or  gas,  by  labor 
conditions,  and  by  the  operating  program  in  force  or  reasonably  to  be 
expected  at  the  ba^ic  date  for  future  operations.  The  operating  life 
of  an  oil  and/or  gas  deposit  is  that  number  of  years  necessary  for 
the  exhaustion  of  the  deposit  at  the  rate  determined  by  the  actual 
or  estimated  rate  of  decline.  The  development  cost  includes  ex- 
penditures for  drilling  wells  to  maintain  or  increase  production 
or  to  develop  additional  unproven  areas,  and  the  cost  of  improve- 
ments necessary  to  the  development  of  the  property,  3uch  as  roads, 
warehouses,  water  lines,  etc.  The  operating  cost  includes  all  current 
expenditures  for  producing,  preparing,  and  marketing  the  oil  and/or 
gas  produced,  such  as  pumping  oH  wells,  repairs  of  oil  or  gas  wells, 
cleaning  sanded  wells,  redrilling  old  wells,  labor  and  supplies  for 
coUectmg  oil,  repairs  to  separators,  pumps,  and  collecting  lines,  re- 
pairs to  buildings  and  structures,  repairs  to  field  tools,  equipment, 
fixtures  and  machinery,  superintendence,  other  field  expenditures, 
overhead,  etc.  (due  consideration  being  given  to  taxes),  exclusive 
of  aUowable  capital  additions  as  defined  in  article  243  and  deductions 
for  depreciation  and  depletion.  The  cost  of  repairs  is  not  to  be 
confused  with  the  depreciation  deduction  by  which  the  cost  or  value 
of  plant  and  equipment  is  returnable  to  the  taxpayer  free  from  tax. 
In  general,  no  estimates  of  these  factors  wUl  be  approved  by  the 
Commissioner  which  are  not  supported  by  the  operating  experience 
of  the  property  or  which  are  derived  from  different  and  arbitrarily 
selected  period^. 

(e)  The  number  of  units  of  oil  and/or  gas  recoverable  in  market- 
able form  multiplied  by  the  difference  between  the  selling  price  and 
the  operating  cost  per  unit  gives  the  total  expected  operating  profit 
The  value  of  each  oil  or  gas  deposit  is  then  the  total  expected  operat- 
ing profit  from  that  deposit  reduced  to^  present  value  as  of  the  basic 
date  at  the  rate  of  interest  commensurate  with  the  risk  for  the  oper- 
ating life,  and  further  reduced  by  the  value  at  the  basic  date  of  the 
depreciable  assets  and  of  the  capital  additions,  if  any,  necessary  to 
reahze  the  profits.  The  degree  of  risk  is  generally  lowest  in  cases 
where  the  factors  of  valuation  are  fully  supported  by  the  operating 
record  of  the  oil  and/or  gas  property  prior  to  the  basic  date ;  rela- 
tively higher  risks  attach  to  appraisals  upon  any  other  basis. 

Akt.  228.  Eevalustion  of  mineral  deposits  not  allowed.— No  revalua- 
tion of  a  property  whose  value  as  of  the  basic  date  has  been  deter- 
mined and  approved  will  be  made  or  allowed  during  the  continu- 
ance of  the  ownership  under  which  the  value  was  so  determined  and 
approved,  except  in  the  case  of  a  subsequent  discovery  as  defined  in 
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article  240,  or  of  misrepresentation  or  fraud  or  gross  error  as  to  any 
facts  determinable  on  the  basic  date.  Revaluation  on  account  of  mis- 
representation or  fraud  or  such  gross  error  will  be  made  cmly  with 
the  written  approval  of  the  Commissioner.  The  value  as  of  the  basic 
date  should,  however,  be  corrected  when  a  virtual  change  of  owner- 
ship of  part  of  the  property  results  as  the  outcome  of  litigation,  and 
should  be  redistributed — 

(a)  When  a  revision  of  the  number  of  units  of  mineral  in  the 
property  has  been  made  in  accordance  with  article  229,  230,  or  232, 
and 

(&)  In  case  of  the  sale  of  a  part  of  the  property,  between  the  part 
sold  and  the  part  retained. 

Art.  229.  Determination  of  mineral  contents  of  mine. — ^Every  tax- 
payer claiming  a  deduction  for  depletion  of  mines  for  a  given  year 
will  be  required  to  estimate  or  determine  with  respect  to  each  sep- 
arate property  the  total  units  (tons,  pounds,  ounces,  or  other  meas- 
ure) of  mineral  products  reasonably  known,  or  on  good  evidence 
believed,  to  have  existed  in  the  ground  on  the  basic  date,  according  to 
the  method  current  in  the  industry  and  in  the  light  of  the  most 
accurate  and  reliable  information  obtainable.  In  the  selection  of  a 
unit  of  estimate,  preference  shall  be  given  to  the  principal  unit  (or 
units)  paid  for  in  the  product  marketed.  The  estimate  of  the  recov- 
erable units  of  the  mineral  products  in  the  property  for  the  purposes 
of  valuation  and  depletion  shall  include  as  to  both  quantity  and 
grade — 

(a)  The  ores  and  minerals  "  in  sight,"  ^  blocked  out,"  "  developed," 
or  "  assured,"  in  the  usual  or  conventional  meaning  of  these  terms  in 
respect  to  the  type  of  the  deposit,  and 

(b)  "Probable"  or  "prospective"  ores  and  minerals  (in  the 
corresponding  sense),  that  is,  ores  and  minerals  that  are  believed 
to  exist  on  the  basis  of  good  evidence  although  not  actually  known 
to  occur  on  the  basis  of  existing  development;  but  "probable"  or 
"prospective"  ores  and  minerals  may  be  estimated,  for  purposes  of 
this  valuation,  (1)  as  to  quantity,  only  in  case  they  are  extensions 
of  known  deposits  or  are  new  bodies  or  masses  whose  existence  is 
indicated  by  geological  or  other  evidence  to  a  high  degree  of  prob- 
ability, and  (2)  as  to  grade,  only  as  accords  with  the  best  indications 
available  as  to  richness. 

When  information  subsequently  obtained  clearly  shows  the  esti- 
mate to  have  been  materially  erroneous,  it  may  be  revised  with  the 
approval  of  the  Commissioner. 

^  Art.  280.  Determination  of  quantity  of  oil  in  ground.  —In  the  case  of 
either  an  owner  or  lessee  it  will  be  required  that  an  estimate,  subject 
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to  the  approval  of  the  Commissioner,  shall  be  made  of  the  probable 
recoverable  oil  contained  in  the  territory  with  respect  to  which  the 
investment  is  made  as  of  the  basic  date.  The  oil  reserves  must  be 
estimated  for  all  undeveloped  proven  land  as  well  as  producing 
land.  When  information  subsequently  obtained  clearly  shows  the 
estimate  to  have  been  materially  erroneous,  it  may  be  revised  with 
the  approval  of  the  Commissioner. 

Art.  231.  Computation  of  deduction  for  depletion  of  mineral  depos- 
its.— (a)  Depletion  is  allowable  "  according  to  the  peculiar  conditions 
in  each  case."  When  the  depletion  actually  sustained,  whether  legally 
allowable  or  not,  from  the  basic  date  equals  the  cost  or  value  on  the 
basic  date  plus  subsequent  allowable  capital  additions,  no  further 
deduction  for  depletion  will  be  allowed  except  when  the  deduction  is 
based  upon  discovery  value  or  upon  the  income  from  the  property. 
(See  articles  222-224,  241,  and  242.) 

(h)  When  the  value  of  the  property  at  the  basic  date  has  been 
determined  and  the  allowance  is  based  upon  such  value,  depletion 
sustained  for  the  taxable  year  shall  be  computed  by  dividing  the 
value  remaining  for  depletion  as  of  the  beginning  of  the  taxable  year 
by  the  number  of  units  of  mineral  to  which  this  value  is  applicable, 
and  by  multiplying  the  unit  value  for  depletion,  so  determined,  by 
the  number  of  units  sold  within  the  taxable  year.  Such  depletion 
deduction  is  subject,  however,  to  the  limitation  in  article  221  (A). 
In  the  selection  of  a  unit  for  depletion  preference  shall  be  given  to  the 
principal  or  customary  unit  or  units  paid  for  in  the  product  sold. 

Art.  232.  Computation  of  deduction  for  depletion  of  g^as  wells  not 
iMied  on  the  income  from  the  pinperty.— On  account  of  the  peculiar 
conditions  surrounding  the  production  of  natural  gas  it  will  be  neces- 
sary to  compute  the  depletion  allowance  for  gas  properties,  when  not 
based  on  the  income  from  the  respective  properties,  by  methods 
suitable  to  the  particular  cases  and  acceptable  to  the  Commis- 
sioner. Such  depletion  allowance  in  the  case  of  natural  gas  prop- 
erties may,  when  actual  production  is  not  known,  be  computed 
on  the  basis  of  decline  in  closed  or  rock  pressure,  taking  into  account 
the  effects  of  water  encroachment  and  any  other  modifying  factors. 
The  gas  producer  will  be  expected  to  compute  the  depletion  as  accu- 
rately as  possible  and  submit  with  his  return  a  description  of  the 
method  by  which  the  computation  was  made.  The  following  for- 
mula, in  which  the  units  of  gas  are  pounds  per  square  inch  of  closed 
pressure,  is  reconmiended :  The  quotient  of  the  capital  account  re- 
coverable through  depletion  allowances  to  the  end  of  the  taxable 
year  divided  by  the  sum  of  the  pressures  at  the  beginning  of  the  year 
plus  the  sum  of  initial  pressures  of  new  wells  and  less  the  sum  of 
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the  pressures  at  the  time  of  expected  abandonment  (which  quotient 
is  the  unit  cost)  multiplied  by  the  sum  of  the  pressures  at  the  begin- 
ning of  the  taxable  year  plus  the  sum  of  the  initial  pressures  of  new 
wells  and  less  the  sum  of  the  pressures  at  the  end  of  the  tax  year 
equals  the  depletion  sustained  for  the  taxable  year.  If,  however,  the 
deduction  is  computed  on  the  basis  of  the  income  from  the  property 
under  section  114  (b)  (3),  see  article  241. 

Art.  233.  Gas  well  pressure  records  to  be  kept. — Beginning  with  1919 
closed  pressure  readings  of  representative  wells,  if  not  of  all  wells, 
must  be  carefully  made  and  kept.  In  order  to  standardize  pressure 
readings  the  well  should  remain  closed  until  the  pressure  does  not 
build  up  more  than  1  per  cent  of  the  total  pressure  in  10  minutes. 
Ordinarily  24  hours  will  suffice  for  this  purpose,  but  some  wel]3  will 
need  to  remain  closed  for  a  longer  period.  If  there  is  any  water  in 
the  well  it  should  be  blown  or  pumped  off  before  the  well  is  dosed. 
A  closed  pressure  reading  of  a  gas  well  which  has  been  producing, 
or  is  near  gas  wells  that  have  been  producing,  is  lower  than  the 
actual  pressure  of  the  gas  in  the  reservoir  by  an  amount  depending 
on  the  well's  location  with  reference  to  other  producing  weUs  and 
the  length  of  time  it  has  been  closed  in.  It  is  necessary  to  record 
the  length  of  time  the  well  has  been  closed  and  to  show  how  ih» 
pressure  built  up  during  this  period.  Successive  readings  will  indi- 
cate the  point  at  which  the  pressure  becomes  approximately  3tation- 
ary;  that  is,  the  point  at  which  the  closed  pressure  approaches  as 
nearly  as  possible  the  maximum  pressure  which  would  be  shown 
if  all  wells  in  the  pool  were  closed  for  several  months.  The  length 
of  time  required  varies  with  the  character  of  the  ,sand,  position  of 
the  packer,  the  location  of  the  well  with  reference  to  other  wells,  the 
limits  of  the  pool,  and  other  factors.  The  depth  of  the  well,  diameter 
of  tubing,  and  line  pressure  when  the  well  was  shut  off  should  be 
noted.  Since  readings  at  the  exact  end  of  the  taxable  year  vnll 
ordinarily  not  be  available,  the  pressure  of  that  date  may  be  obtained 
by  interpolation  or  extrapolation.  In  certain  cases  readings  taken 
regularly  in  September  or  some  other  month  may  be  applicable  to 
the  end  of  the  taxable  year.  As  a  general  rule  September  closed 
pressure  readings  furnish  the  best  indication  of  depletion,  and  it  is 
recommended  that  such  readings  be  made  with  regularity  and  care. 
Where  interpolated  or  extrapolated  readings  are  used,  the  data  from 
which  they  are  obtained  should  be  given.  Gauges  should  be  of  appro- 
priate  capacity  and  should  be  frequently  tested.  A  record  should  be 
kept  of  the  number  of  gauges,  date  each  was  tested,  names  of  men 
testing,  and  other  significant  details. 
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Abt.  234.  Computation  of  depletion  allowance  where  quantity  of  oil  or 
iras  uncertain.— If  by  reason  of  the  youth  of  the  field,  the  restricted 
production,  or  for  any  other  cause,  it  is  not  possible  to  determine  with 
any  degree  of  certainty  the  quantity  of  oil  or  gas  in  a  property, 
the  deduction  for  depletion  shall  be  based  upon  the  income  from  the 
property. 

Akt.  235.  Compntation  of  depiction  allowance  not  based  on  the  income 
from  the  property  in  the  case  of  combined  holdings  of  oil  and  gas  wells.— 
The  recoverable  oil  belonging  to  the  taxpayer  shall  be  estimated  for 
each  property  separately.  The  unit  value  of  the  recoverable  oil 
and/or  gas  for  each  property  is  the  quotient  obtained  by  dividing 
the  amount  returnable  through  depletion  for  each  property  by  the 
estimated  number  of  units  of  recoverable  oil  and/or  gas  on  that 
property.  This  unit  for  each  separate  property  multiplied  by  the 
number  of  units  of  oil  and/or  gas  produced  by  the  taxpayer  upon 
such  property  and  sold  within  the  year  will  determine  the  amount 
which  may  be  deducted  for  depletion  from  the  gross  income  of  that 
year  for  that  property.  The  total  allowance  for  depletion  of  all  the 
oil  and/or  gas  properties  of  the  taxpayer  will  be  the  sum  of  the 
amounts  computed  for  each  property  separately.  However,  in  the 
case  of  gas  properties  the  depletion  sustained  for  each  pool  may  be 
computed  by  using  the  total  amount  returnable  through  depletion 
of  all  the  tracts  of  gas  land  owned  by  the  taxpayer  in  the  pool.  The 
total  allowance  for  depletion  in  the  gas  properties  of  the  taxpayer 
will  be  the  sum  of  the  amounts  computed  for  each  pool.  If,  however 
the  deduction  is  computed  on  the  basis  of  the  income  from'the  prop- 
erty under  section  114  (b)  (3),  see  article  241. 

Abt.  236.  Depletion— Adjustments  of  accounts  based  on  bonus  or  ad- 
vmnccd  royalty.— (a)  Where  a  lessor  receives  a  bonus  in  addition  to 
royalties,  there  shall  be  allowed  as  a  depletion  deduction  in  respect 
of  the  bonus  an  amount  equal  to  that  proportion  of  the  cost  or  value 
of  the  property  on  the  basic  date  which  the  amount  of  the  bonus 
bears  to  the  sum  of  the  bonus  and  the  royalties  expected  to  be  re- 
ceived. Such  allowance  shall  be  deducted  from  the  amount  remain- 
ing to  be  recovered  by  the  lessor  through  depletion,  and  the  re- 
mainder is  recoverable  through  depletion  deductions  on  the  basis  of 
royalties  thereafter  received. 

(h)  Where  the  owner  has  leased  a  mineral  property  for  a  term 
of  years  with  a  requirement  in  the  lease  that  the  lessee  shall  extract 
and  pay  for,  annually,  a  specified  number  of  tons,  or  other  agreed 
units  of  measurement,  of  such  mineral,  or  shall  pay,  annually,  a 
specified  sum  of  money  which  shall  be  appUed  in  payment  of  the 
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purchase  price  or  royalty  per  unit  of  such  mineral  whenever  the 
same  shall  thereafter  be  extracted  and  removed  from  the  leased 
premises,  the  value  in  the  ground  to  the  lessor,  for  purposes  of  de- 
pletion, of  the  number  of  units  so  paid  for  in  advance  of  extraction 
will  constitute  an  allowable  deduction  from  the  gross  income  of  the 
year  in  which  such  payment  or  payments  shall  be  made;  but  no 
deduction  for  depletion  by  the  lessor  shall  be  claimed  or  allowed  in 
any  subsequent  year  on  account  of  the  extraction  or  removal  in  such 
year  of  any  mineral  so  paid  for  in  advance  and  for  which  deduction 
has  once  been  made. 

((?)  If  for  any  reason  any  such  mineral  lease  expires  or  terminatee 
or  is  abandoned  before  the  mineral  which  has  been  paid  for  in  ad- 
vance has  been  extracted  and  removed,  the  lessor  shall  adjust  his 
capital  account  by  restoring  thereto  the  depletion  deductions  made 
in  prior  years  on  account  of  royalties  on  mineral  paid  for  but  not 
removed,  and  a  corresponding  amount  must  be  returned  as  income 
for  the  year  in  which  the  lease  expires,  terminates,  or  is  abandoned. 

(d)  In  lieu  of  the  treatment  provided  for  in  the  above  paragraphs 
the  lessor  of  oil  and  gas  wells  may  take  as  a  depletion  deduction  in 
respect  of  any  bonus,  royalties,  and  other  income  from  the  property 
for  the  taxable  year  271/2  per  cent  of  the  amount  thereof,  but  the 
deduction  shall  not  exceed  50  per  cent  of  the  net  income  (computed 
without  allowance  for  depletion)  from  the  property. 

Abt.  237.  Depletion  and  depreciation  accounts  on  books. — Every  tax- 
payer claiming  and  making  a  deduction  for  depletion  and  depre- 
ciation of  mineral  property  shall  keep  accurate  accounts  in  which 
shall  be  charged  the  cost  or  the  fair  market  value  as  of  the  basic 
date,  as  the  case  may  be,  of  the  mineral  deposit  and  of  the  plant  and 
equipment,  together  with  subsequent  allowable  capital  additions  to 
each  account. 

When  the  plan  or  method  of  depletion  and  depreciation  accounting 
adopted  by  the  taxpayer  has  once  been  approved  by  the  Commis- 
sioner, it  can  not  be  changed  by  the  taxpayer  without  the  consent  of 
the  Commissioner.  These  accounts  shall  thereafter  be  credited  annu- 
ally with  the  amounts  of  the  depletion  and  depreciation  sustained; 
or  the  amounts  of  the  depletion  and  depreciation  sustained  shall  be 
credited  to  depletion  and  depreciation  reserve  accounts,  to  the  end 
that  when  the  sum  of  the  credits  for  depletion  and  depreciation  equals 
the  value  or  cost  of  the  property,  plus  subsequent  allowable  capital 
additions,  no  further  deductions  for  depletion  and  depreciation  with 
respect  to  the  property  shaU  be  allowed.  See,  however,  section 
114  (b)  (3)  and  article  241  as  to  oil  and  gas  wells. 
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Abt.  238.  Statement  to  be  attached  to  return  when  depletion  or  depre- 
ciation of  mineral  property  is  claimed.— (a)  To  the  return  of  every 
taxpayer  claiming  a  deduction  for  depletion  or  depreciation  there 
shaU  be  attached  a  statement  setting  forth  with  respect  to  each  min- 
eral property:  (1)  Whether  taxpayer  is  a  fee  owner,  lessor,  or  lessee: 
(2)  the  date  of  acquisition  and,  if  under  lease,  the  exact  terms  and 
date  of  expiration  of  the  lease;  (3)  the  cost  of  the  property,  stating 
ttie  amount  paid  to  each  vendor,  with  his  name  and  address:  (4)  the 
basic  date  at  which  the  property  is  valued;  (5)  the  value  of  the 
property  on  the  basic  date  with  a  statement  of  the  precise  method  by 
which  It  was  determined;  (6)  the  value  of  the  surface  of  the  land  for 
purp<»es  other  than  mineral  production;  (7)  the  estimated  number 
of  units  of  mineral  at  the  basic  date  with  an  explanation  of  the 
method  used  m  the  estimation,  and  an  average  analysis  which  wiU 
in<L(»te  the  quality  of  the  mineral  valued;  (8)  the  number  of  units 
sold  during  the  year  for  which  the  return  is  made;  (9)  the  o-ross  and 
net  income  derived  from  the  sale  of  mineral  and  in  case  of  discovery 
of  a  mine  the  net  income  from  the  property  upon  which  the  discovery 
was  made;    (10)  the  amounts  deducted  for  depletion;    (11)   the 
amounts  sustained  on  account  of  depletion  or  on  account  of  deprecia- 
tion stated  separately  from  the  basic  date  to  the  taxable  year;  and 
(12)  any  other  data  which  will  be  helpful  in  determining  the  reason- 
ablene^of  a  deduction  based  upon  cost  or  value  as  of  the  basic  date. 
(6)  To  the  return  of  every  taxpayer  claiming  a  deduction  for 
depletion  in  respect  of  (1)  property  in  which  he  owns  a  fractional 
interest  only  or  (2)  a  leasehold,  or  (3)  property  subject  to  lease, 
th«e  shall  also  be  attached  a  statement  setting  forth  the  name  and 
address  and  the  precise  nature  of  the  holding  of  each  person  inter- 
ested in  the  property,  and  every  lessor  shaU  attach  to  his  return  an 
affidavit  stating,  as  of  the  date  of  filing  the  return,  whether  the  lease 
involved  IS  still  in  effect  during  the  year  covered  by  the  return,  and, 
If  not  still  m  effect,  when  it  was  terminated  and  for  what  reason,  and 
whether  the  lessor  has  repossessed  the  property. 

(c)  All  statements  required  to  be  furnished  in  connection  with  the 
returns  of  taxpayers  claiming  depletion  or  depreciation  must  be 
under  oath  and  may  be  included  in  a  single  affidavit 

Art.  239.  Additional  statement  to  be  attached  to  return  where  deple- 
tion of  oil  or  gas  is  claimed.— To  each  return  made  by  a  parson  owning 
or  operating  oU  or  gas  properties  there  should  be  attached  a  state- 
ment showmg  for  each  property  the  foUowing  information,  which 
may  be  given  in  the  form  of  a  table,  if  desired,  by  taxpayers  owning 
more  than  one  property: 
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(a)  The  cost  or  fair  market  value  of  the  property  (exclusive  of 
machinery,  equipment,  etc.,  and  the  surface  rights)  as  of  the  basic 
date; 

(b)  How  the  fair  market  value  as  of  the  basic  date  was  ascer- 
tained; 

(c)  The  estimated  quantity  of  oil  and/or  gas  in  the  property  at 
the  time  of  its  purchase  or  when  its  value  was  determined; 

(d)  The  name  and  address  of  the  person  making  the  estimate  and 
the  manner  in  which  this  estimate  was  made,  including  a  summary 
of  the  calculations; 

(e)  The  amount  of  capital  applicable  to  each  unit  (this  being 
found  by  dividing  the  cost  or  value,  as  the  case  may  be,  by  the  esti- 
mated number  of  units  of  oil  and/or  gas  in  the  property  as  of  the 
basic  date) ; 

(/)  The  quantity  of  oil  and/or  gas  sold  during  the  year  for 
which  the  return  is  made  (in  the  case  of  new  properties  it  is  desir- 
able that  this  information  be  furnished  by  months) ; 

(^)  The  number  of  acres  of  producing  and  proven  oil  and/or  gas 
land; 

(A)  The  number  of  wells  producing  at  the  beginning  and  end  of 
the  taxable  year ; 

(i)  The  date  of  completion  of  wells  finished  during  the  taxable 
year; 

(/)  The  date  of  abandonment  of  all  wells  abandoned  during  the 
taxable  year; 

(k)  A  property  map  showing  the  location  of  the  property  and  of 
the  producing  and  abandoned  wells,  dry  holes,  and  proven  wl  and 
gas  lands ; 

(l)  The  average  gravity  of  the  oil  produced  on  the  tract; 
(m)  The  number  of  pay  sands  and  average  thickness  of  each  pay 
sand  or  zone  on  the  property ; 

(n)  The  average  depth  to  the  top  of  each  of  the  different  pay 
sands; 

(o)  Any  data  regarding  change  in  operating  conditions,  such  as 
flooding,  use  of  compressed  air,  vacuum,  shooting,  etc.,  which  have  a 
direct  effect  on  the  production  of  the  property; 

(p)  The  monthly  or  annual  production  of  individual  weUs  and  the 
initial  daily  production  of  new  wells; 

(g)  For  the  first  year  in  which  the  above  information  is  filed 
for  a  property  which  was  producing  prior  to  the  taxable  year  cov- 
ered by  the  above  statement  the  following  information  must  be 
furnished :  Annual  production  of  the  tract  or  of  the  individual  wells, 
if  the  latter  information  is  available,  from  the  beginning  of  its 
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return  was  filed;  the  aremge  number  of  wells  p^ducing  during  each 
year;  and  the  initial  daily  production  of  each  well;  and         ^ 
(r)  Any  other  data  which  will  be  helpful  in  determinins  the 

h^tlL^T^Z  ^t^^  i^*^***  ""P^  ^'*  «»«  Commissioner 

SZdln    ir^^^!^  **'.  ^^"^  ^^""^  '""P^  *»'  *»»«  ««"»«  properties, 

rr„  ?».    •  *lf  t'O^^V^'^^'^r"  °''**^^  *«•■  keeping  the  maps 
up  to  date  IS  filed  each  year.    This  includes  records  of  dry  hoW 

^  ^«"  *«  P'^.''<='»g  ^eUs,  together  with  logs,  depth  and  thicknS 

l3    'Jr!i-**''  "f  T  ^"^^  ^    ^y  "production"  is  meant 
the  net  production  of  oil  or  gas  belonging  to  the  taxpayer.   In  those 

lt!!L^        "1?  '^'"M"  ^P*  ***  ^'^^  «*"  «^  ^  ^for  fuel,  the 
im)dnction  will  necessarily  be  that  remaining  after  the  fuel  us.^  in 

the  property  has  been  taken  out.   In  cases  of  this  kind  an  estimate  of 
the  fuel  used  from  each  tract  diould  be  given  for  each  year 

Where  the  aUowance  for  depletion  is  based  on  the  income  from 
tte  property  under  section  114  (b)   (3),  the  information  required 
under  the  forcing  provisions  of  this  article  need  not  be  furnished 
except  where  it  is  necessary  to  determine  gain  or  loss  from  the  sale 
or  other  disposition  of  the  property  during  the  taxable  year.    For 
the  purpose  of  computing  the  allowance  for  depletion  upon  the  basis 
of  the  income  derived  from  the  property,  there  shaU  be  submitted 
with  the  return  a  stotement  clearly  showing  the  production,  gross 
mcome,  and  net  income  (computed  without  allowance  for  depletion) 
from  the  property  in  respect  of  wWch  the  allowance  for  depletion  is 
claimed,  and  explaining  in  detail  the  computation  of  such  eross 
income  and  net  income.     (See  article  221  (»).) 

Airr  240.  Ducovery  of  iiiine..-(a)  To  entitle  a  taxpayer  to  a  valua- 
tion of  his  propert;y,  for  the  purpose  of  depletion  allowances,  by 
reason  of  the  discovery  of  a  mine  or  minerals  (other  than  oil  or  ^) 
It  must  appear  that  the  mine  or  minerals  were  not  acquired  as  the 
result  of  the  purchase  of  a  proven  tract  or  lease;  also,  the  discovery 
must  be  niade  by  the  taxpayer  after  February  28,  1913,  and  mu^ 
result  in  the  fair  market  value  of  the  property  becoming  dispro- 
portionate  to  the  cost.  The  fair  market  value  of  the  property  wSl 
be  deemed  to  have  become  disproportionate  to  the  cost  when  the 
newly  dis«»vered  mmerals  are  of  such  quantity  and  of  such  quality 
as  to  afford  a  reasonable  expectation  of  return  to  the  taxpayer  of  an 
amount  matenaUy  in  excess  of  the  capital  expended  in  niaidng  such 
d^VMy  plus  the  cost  of  future  development,  equipm^  and 
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(5)  A  mine  or  minerals  may  be  said  to  be  discovered  when  (1) 
there  is  found  a  natural  deposit  of  mineral,  or  (2)  there  is  disclosed 
by  drilling  or  exploration  conducted  above  or  below  ground  a  mineral 
deposit  not  previously  known  to  exist  and  so  improbable  that  it  had 
not  been,  and  could  not  have  been,  included  in  any  previous  valua- 
tion for  the  purpose  of  depletion,  and  which  in  either  case  exists 
in  quantity  and  grades  sufficient  to  justify  commercial  exploitation. 

(c)  In  determining  whether  a  discovery  entitling  the  taxpayer 
to  a  valuation  has  been  made,  the  Conmiissioner  will  take  into  ac- 
count the  peculiar  conditions  of  each  case;  but  no  discovery,  for 
the  purposes  of  depletion,  can  be  allowed  as  to  ores  or  minerals  which 
constitute  merely  uninterrupted  extensions  of  continuing  commercial 
veins  or  deposits  already  known  to  exist,  which  have  been  or  should 
have  been  included  in  "  probable  "  or  "  prospective  "  ore  or  mineral, 
or  which  were  in  any  other  way  comprehended  in  a  prior  valuation^ 
nor  can  a  discovery,  for  purposes  of  depletion,  be  allowed  as  of  a 
date  subsequent  to  that  when,  in  fact,  discovery  was  evident,  when 
delay  by  the  taxpayer  in  making  claim  therefor  has  resulted  or  will 
result  in  excessive  allowances  for  depletion. 

(d)  Discoveries  include  minerals  in  conmiercial  quantities  con- 
tained  within  a  vein  or  deposit  discovered  in  an  existing  mine  op 
mining  tract  by  the  taxpayer  after  February  28,  1913,  but  such 
vein  or  deposit  must  not  be  merely  the  uninterrupted  extension  of  a 
continuing  commercial  vein  or  deposit  already  known  to  exist,  and 
the  newly  discovered  minerals  must  be  of  sufficient  value  and  quan- 
tity that  they  could  be  separately  mined  and  marketed  at  a  profit 

(e)  The  value  of  property  claimed  as  the  result  of  a  discovery 
must  be  the  fair  market  value,  as  defined  in  article  226,  based  on 
what  is  evident  within  30  days  after  the  commerciaUy  valuable 
character  and  extent  of  the  discovered  deposits  of  ore  or  mineral 
have  with  reasonable  certainty  been  established,  determined,  or 
proved. 

(/)  After  a  bona  fide  discovery  the  taxpayer  shall  adjust  his 
capital  and  depletion  accounts  iA  accordance  with  articles  226,  229, 
and  231,  and  shall  submit  such  evidence  as  to  establish  his  right  to 
a  revaluation  covering  the  conditions  and  circumstances  of  the  dis- 
covery and  the  size,  character,  and  location  of  the  discovered  de- 
posit of  mineral,  the  value  of  the  property  at  the  prior  basic  date, 
the  cost  of  discovery,  and  its  development,  equipment,  and  exploita- 
tion, its  value  and  the  particular  method  used  in  the  determination. 

Art.  241.  Depletion  in  the  case  of  oil  and  gas  wells.— Under  section 
114  (b)  (3),  in  the  case  of  oil  and  gas  wells,  a  taxpayer  may  deduct 
for  depletion  an  amount  equal  to  27%  per  cent  of  the  gross  income 
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charged  to  capital  acc^LfL^^K,  ^      °^*™'^  ^'''^  ^a"  ^  ' 

nUne^k  in  the^eyJoT^t^^  Thf"'^''  ^Ifl'^"""  "^«  *»»« 
have  passed  f«>m  a  dSpS  to  .  °^"  ^  •^  «>°«idemi  to 
major  portion  of  thp  mil!!-^        ^      •     P"'*'"""^  status  when  the 
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depletion.  U^Ztl^it  Son  t';::^"*  "'"™f  ^^  *'^™"^'^ 
incidental  expenses  to  caSal  alountin  ^^P'^*""  *'''"ees  these 
represented  bV  physicaTDrol^T^  «  so  far  as  such  expense  ia 
determining  a^ZSe^X^ci  S'a^  *^f  -to  account  in 
drilling  nonproductive  we!^m^ZZ^Z"^"'^Ti  ^  •«*  «' 
deducted  from  gross  incTmeJl  ^  ,  '^P  '**"  **^  ^'^^  °P«^at«'  be 
capital  .ccountirr^Srtl^Lh'S'r'"*  'T"^  ""'  '"^'^  ^ 
the  case  of  product^rwe  k   1/j  f ''^  '"'^  d^P^ciation  as  in 

^on  will  <Jntrol  th:  tl^S^yert^ W^L'^n  "f '  ""'^^  ^''^ 
Where  deductions  for  depr«;iatL„^rT  i  ^  aU  subsequent  years, 
books  of  the  taxpayer  or  inT  .  depletion  have  either  on  the 
in  the  past  in  exE  or  ^r  "!  ***  °**  ^'^'^^  ^"^  i^^luded 

depreciSion  or  dSi^n  ^  whr""^7*^^^  *''*''  ^P^'i^'^ly  «« 
charged  to  expe^?^^  S  of  jiZ.T^^  «^Penditures  have  been 
indicating  thT^^to^^Mf h  ^s  " t^"  ""l  ^f  ^""°'  »  «**<«»»* 
accompa^r  the  retmi.  ^       ^'^  ^"^  "^  ''^''^d  «bould 
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Art.  244.  Depreciation  in  the  case  of  mines.— («)  The  Act  provides 
that  deductions  for  depreciation  of  improvements  "  according  to  the 
peculiar  conditions  in  each  case  "  may  be  taken  by  a  taxpayer  owning 
or  leasing  mining  property.  This  is  deemed  to  include  exhaustion 
and  wear  and  tear  of  the  property  used  in  mining  of  deposits,  includ- 
ing a  reasonable  allowance  for  obsolescence.     (See  articles  201-210.) 

(h)  It  shall  be  optional  with  the  taxpayer,  subject  to  the  approval 
of  the  Commissioner,  (1)  whether  the  cost  or  the  value  of  the  plant 
and  equipment  on  the  basic  date  plus  allowable  capital  additions  but 
minus  estimated  salvage  value  shall  be  recovered  at  a  rate  established 
by  current  exhaustion  of  mineral,  or  (2)  whether  the  cost  or  value  of 
the  plant  and  equipment  on  the  basic  date  plus  allowable  capital 
additions  but  minus  estimated  salvage  value  shall  be  recovered  by 
reasonable  charges  for  depreciation  (see  article  201)  at  a  rate  deter- 
mined by  the  physical  life  or  the  economic  life  of  such  plant  and 
equipment,  or,  according  to  the  peculiar  conditions  of  the  case,  by  a 
method  satisfactory  to  the  Commissioner. 

(c)  The  estimated  physical  life  of  a  plant  or  unit  thereof  (includ- 
ing buildings,  machinery,  apparatus,  roads,  railroads,  and  other 
equipment  and  improvements  whose  principal  use  is  in  connection 
with  the  mining  or  treatment  or  other  necessary  handling  of  mineral 
products)  may  be  defined  as  the  estimated  time  such  plant,  or  unit, 
when  given  proper  care  and  repair,  can  be  continued  in  use  despite 
physical  deterioration,  decay,  wear,  and  tear. 

(d)  The  estimated  economic  life  of  a  plant  or  unit  thereof  is  the 
estimated  time  during  which  the  plant  or  unit  may  be  utiHzed  effec- 
tively and  economically  for  its  intended  purposes  and  may  be  limited 
by  the  life  of  the  property  or  of  that  portion  of  the  mineral  deposits 
which  it  serves  but  can  never  exceed  the  physical  life. 

(e)  Any  difference  between  the  salvage  value  of  plant  and  equip- 
ment and  the  depreciated  value  remaining  at  the  termination  of  min- 
ing operations  shall  be  returned  as  profit  or  loss  in  the  year  in  which 
it  is  realized. 

(/)  Nothing  in  these  regulations  shall  be  interpreted  as  meaning 
(1)  that  the  cost  or  the  value  of  a  mining  plant  and  equipment 
on  the  basic  date  may  be  reduced  by  depreciation  deductions  to  a 
sum  below  the  value  of  the  salvage  when  the  property  shall  have 
become  obsolete  or  shall  have  been  abandoned  for  the  purpose  of 
mining,  or  (2)  that  proper  deductions  for  depreciation  on  account 
of  obsolescence  and  decay  shall  not  be  made  during  periods  when 
the  mine  is  idle  or  is  producing  at  a  rate  below  its  normal  capacity. 
In  estimating  the  salvage  value  of  the  equipment  at  the  end  of  its 
estimated  economic  life  due  consideration  may  be  given  to  its  special- 
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ized  charftcter  and  tibe  cost  of  dismoimtiiig  and  dismantling  and 
transporting  it  to  market 

(g)  Nothing  in  these  regulations  shall  be  interpreted  to  permit 
expenditures  charged  to  expense  in  any  taxable  year  or  any  part  of 
the  value  of  land  for  purposes  other  than  mining  to  be  recovered 
through  depletion  or  depreciation. 

Abt.  245.  Bepredation  of  improTementi  in  the  eaie  of  oil  and  gas 
wells. — ^Both  owners  and  lessees  operating  oil  and/or  gas  properties 
will,  in  addition  to  and  apart  fnnn  the  deduction  allowable  for  deple- 
tion as  hereinbefore  provided,  be  permitted  to  deduct  a  reasonable 
allowance  for  depreciation  of  physical  property,  such  as  machinery, 
tools,  equipment,  pipes,  etc.,  so  far  as  not  in  conflict  with  the  option 
exercised  by  the  taxpayer  under  article  243.  The  amount  deductible 
on  this  account  shall  be  such  an  amount  based  upon  its  cost  or  other 
basis  equitably  distributed  over  its  useful  life  as  will  bring  such  prop- 
erty to  its  true  salvage  value  when  no  longer  useful  for  the  pur- 
pose for  which  such  property  was  acquired.  Accordingly,  where  it 
can  be  shown  to  the  satisfaction  of  the  Commissioner  that  the  reason- 
able expectation  of  the  economic  life  of  the  oil  or  gas  deposit  with 
which  the  property  is  c<Mmected  is  3horter  than  the  normal  useful 
life  of  the  physical  property,  the  amount  annually  deductible  for 
depreciation  on  such  property  may  be  based  upon  the  length  of  life 
of  the  deposit.    (See  articles  201-210.) 

Abt.  246.  Bepletion  and  depreciation  of  oil  and  gas  wells  in  yean 
before  1910.^ — li  upon  examination  it  is  found  that  in  respect  of  the 
entire  drilling  cost  of  wells,  including  physical  property  and  inci- 
dental expenses,  between  March  1,  1913,  and  December  31,  1915,  a 
taxpayer  has  been  allowed  a  reasonable  deduction  sufficient  to  pro- 
vide for  the  elements  of  exhaustion,  wear  and  tear,  and  depletion, 
it  will  not  be  necessary  to  reopen  the  returns  for  years  prior  to  1916 
in  order  to  show  separately  in  these  years  the  portions  of  such  deduc- 
tion representing  depletion  and  depreciation,  respectively.  Such 
separation  will  be  required  to  be  made  of  the  reserves  for  depreciation 
at  January  1,  1916,  and  proper  allocation  between  depreciation  and 
depletion  must  be  maintained  after  that  date. 

Abt.  247.  Bepletion  of  timber. — ^A  reasonable  deduction  from  gross 
income  for  the  depletion  of  timber  and  for  the  depreciation  of 
improvements  is  permitted,  based  upon  the  cost  or  other  basis  pre- 
scribed in  section  113.  The  essence  of  this  provision  is  that  the 
owner  of  timber  property,  whether  it  be  a  leasehold  or  a  freehold, 
shall  secure  through  an  aggreg&te  of  annual  depletion  and  deprecia- 
tion deductions  a  return  of  the  capital  invested  by  him  in  the  prop- 
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erty  or  an  amount  equal  to  its  fair  market  value  as  of  the  basic  date 
plus  in  any  case  subsequent  allowable  capital  additions  and  minus 
cut-over  land  values. 

•Art.  248.  Capital  recoverable  through  depletion  allowance  in  the  eaie 
of  timber. — In  general,  the  capital  remaining  in  any  year  recoverable 
through  depletion  allowances  may  be  determined  as  indicated  in 
articles  222-224.  In  the  case  of  leases  the  apportionment  of  deduc- 
tions between  the  lessor  and  lessee  will  be  made  as  specified  in  articles 
223  and  224.  The  cost  of  timber  properties  shall  be  determined  in 
accordance  with  the  principles  indicated  in  article  225.  For  method 
of  determining  fair  market  value  and  quantity  of  timber,  see  articles 
254-256.  For  depletion  purposes  the  cost  of  the  timber  shall  not 
include  any  part  of  the  cost  of  the  land. 

Abt.  249.  Gomptitation  of  allowance  for  depletion  of  timber  for  given 
year. — The  allowance  for  depletion  of  timber  in  any  taxable  year 
shall  be  based  upon  the  number  of  units  of  timber  felled  during  the 
year  and  the  unit  value  of  the  timber  in  the  timber  account  or  ac- 
counts pertaining  to  the  timber  cut.  The  unit  value  of  the  timber 
for  a  given  timber  account  in  a  given  year  shall  be  the  quotient 
obtained  by  dividing  (a)  the  cost  or  the  fair  market  value  as  of 
the  basic  date  of  the  timber  on  hand  at  the  beginning  of  the  year 
plus  the  cost  of  the  number  of  units  acquired  during  the  year  plus 
proper  additions  to  capital  (see  article  251)  by  (&)  the  total  number 
of  units  of  timber  on  hand  in  the  given  account  at  the  beginning  of 
the  year  plus  the  number  of  units  acquired  during  the  year  plus  (or 
minus)  the  number  of  units  required  to  be  added  (or  deducted)  by 
way  of  correcting  the  estimate  of  the  number  of  units  remaining 
available  in  the  account.  The  amount  of  the  deduction  for  deple- 
tion in  any  taxable  year  with  respect  to  a  given  timber  account  shall 
be  the  product  of  the  number  of  units  of  timber  cut  from  the  given 
account  during  the  year  multiplied  by  the  imit  value  of  the  timber 
for  the  given  account  for  the  year.  Those  taxpayers  who  keep 
their  accounts  on  a  monthly  basis  may,  at  their  option,  keep  their 
depletion  accounts  on  a  monthly  basis,  in  which  case  the  amoimt 
deductible  on  account  of  depletion  for  a  given  month  will  be  deter- 
mined in  the  manner  outlined  above  for  a  given  year.  The  total 
amount  of  the  deduction  for  depletion  in  any  taxable  year  shall  be 
the  sum  of  the  amounts  deductible  for  the  several  timber  accounts. 
For  description  of  timber  accounts,  see  articles  256  and  257. 

The  depletion  of  timber  takes  place  at  the  time  the  timber  is  felled. 
Since,  however,  it  ^s  not  ordinarily  practicable  to  determine  the 
quantity  of  timber  immediately  after  felling,  depletion  for  purposes 
of  accoimting  will  be  treated  as  taking  place  at  the  time  when,  in 


Art.  249 


§  23  a)-(m) 


mgmiimmmm 


SO 


INCOME  TAX  EBaUULTIONS 


the  process  of  exploitation,  the  quantity  of  timber  is  first  definitely 
determjined. 

Abt.  250.  Bevalnatioii  of  timber  not  allowed. — ^In  the  case  of  timber 
purchased  prior  to  March  1,  1913,  the  fair  market  value  as  of  that 
date  or  the  cost,  whichever  is  greater,  shall,  when  determined  and 
approved  by  the  Commissioner,  be  the  basis  for  determining  the 
depletion  deduction  for  each  year  during  the  continuance  of  the 
ownership  under  which  the  fair  market  value  of  the  timber  was 
fixed,  and  during  such  ownership  there  shall  be  no  redetermination 
of  the  fair  market  value  of  the  timber  for  such  purpose,  except  in 
the  case  of  misrepresentation,  fraud,  or  gross  error  as  to  any  facts 
determinable  on  the  date  of  valuation.  Bevaluation  on  account  of 
misrepresentation,  fraud,  or  gross  error  will  be  made  only  with  the 
written  approval  of  the  Commissioner.  However,  the  unit  market 
(or  cost)  value  of  the  timber  will  subsequently  be  changed  if  from 
any  cause  such  unit  market  (or  cost)  value,  if  continued  as  a  basis 
of  depletion,  shall  upon  evidence  satisfactory  to  the  Commissioner 
be  found  inadequate  or  excessive  for  the  extinguishment  of  the  cost 
or  fair  market  value  as  of  March  1, 1913,  of  the  timber. 

Abt.  251.^  Charges  to  capital  and  to  expenses  in  the  case  of  timber. — 
In  the  case  of  a  timber  property  held  for  future  operation  by  an 
owner  having  no  substantial  inc(»ne  from  the  property  or  from  other 
sources,  all  expenditures  for  administration,  protection,  and  other 
Garr3dng  charges  prior  to  production  on  a  normal  basis  shall  be 
charged  to  capital  account;  after  such  a  property  is  on  a  n(H*mal 
production  basis  such  expenditures  shall  be  treated  as  current  oper- 
ating expenses.  In  case  a  taxpayer,  who  has  a  substantial  income 
from  other  sources,  owns  a  timber  property  which  is  not  yet  on  a 
normal  production  basis  he  may  charge  such  expenditures  with 
respect  to  such  timber  property  to  capital  or  treat  them  as  current 
operating  expenses,  but  whichever  system  is  adopted  must  be  fol- 
lowed until  permission  to  change  to  the  other  system  is  secured 
from  the  Conmiissioner.  In  the  case  of  timber  operations  all  ex- 
penditures for  plants,  improvements,  and  equipment  shall  be  charged 
to  capital  account  for  purposes  of  depreciation. 

Am*.  252.  Depreciation  of  improvements  in  the  case  of  timber. — ^The 
cost  or  value  as  of  the  basic  date,  as  the  case  may  be,  of  development 
not  represented  by  physical  property  having  an  inventory  value 
shall  be  recoverable  through  depreciation.  It  shall  be  optional  with 
the  taxpayer,  subject  to  the  approval  of  the  Commissioner — 

(a)  Whether  the  cost  or  value,  as  the  case  may  be,  of  the  property 
subject  to  depreciation  shall  be  recovered  at  a  rate  established  by 
current  exhaustion  of  stumpage,  or 


1  See  T.  D.  4320,  p.  353. 
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(h)  Whether  the  cost  or  value  shall  be  recovered  by  appropriate 
charges  for  depreciation  calculated  by  the  usual  rules  for  deprecia- 
tion or  according  to  the  peculiar*  conditions  of  the  taxpayer's  case 
by  a  method  satisfactory  to  the  Commissioner. 

In  no  case  may  charges  for  depreciation  be  based  on  a  rate  which 
will  extinguish  the  cost  or  value  of  the  property  prior  to  the  ter- 
mination of  its  useful  life.  Nothing  in  these  regulations  shall  be 
interpreted  to  mean  that  the  value  of  a  timber  plant  and  equip- 
ment may  be  reduced  by  depreciation  deductions  to  a  smn  below 
the  value  of  the  salvage  when  the  plant  and  equipment  shall  have 
become  obsolete  or  worn  out  or  shall  have  been  abandoned,  or  that 
any  part  of  the  value  of  cut-over  land  may  be  recoverable  through 
depreciation. 

Art.  253.  Information  to  be  famished  by  taxpayer  claiming  depletion 
of  timber. — ^To  the  income  tax  return  of  the  taxpayer  claiming  a  de- 
duction for  depletion  or  depreciation  or  both  there  shall  be  attached 
a  map  and  statement  (Form  T-Timber)  for  the  taxable  year  covered 
by  the  income  tax  return.    Form  T-Timber  requires  the  following: 

(a)  Map  showing  timber  and  land  acquired,  timber  cut,  and  tim- 
ber and  land  sold; 

(b)  Description  of,  cost  of,  and  terms  of  purchase  or  lease  of, 
timber  and  land  acquired; 

(c)  Proof  of  profit  or  loss  from  sale  of* capital  assets; 

(d)  Description  of  timber  with  respect  to  which  claim  for  loss, 
if  any,  is  made ; 

(e)  Record  of  timber  cut; 

(/)  Changes  in  each  timber  account  as  the  result  of  pmrchase, 
sale,  cutting,  reestimate,  or  loss; 

(^)  Changes  in  physical  property  accounts  as  the  result  of  addi- 
tions to  or  deductions  from  capital  and  depreciation ; 

(h)  Operation  data  with  respect  to  raw  and  finished  material 
handled  and  inventoried; 

(i)  Unit  production  costs ;  and 

U)  Any  other  data  which  will  be  helpful  in  determining  the 
reasonableness  of  the  depletion  and/or  depreciation  deductions 
claimed  in  the  return. 

Similar  information  is  required  for  certain  years  prior  to  the  1919 
taxable  year  from  those  taxpayers  who  have  not  already  furnished 
it  The  specific  nature  of  the  information  required  for  the  earlier 
years  is  given  in  detail  in  Form  T-General  forest  industries  ques- 
tionnaire for  the  years  prior  to  1919. 
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Abt.  254  Betemiiiatioii  of  fair  market  Talne  of  timber. — ^Where  the 
fair  market  value  of  the  property  at  a  specified  date  i3  the  basis  for 
depletion  and  depreciation  deductions,  such  value  shall  be  deter- 
mined, subject  to  approval  or  revision  by  the  Commissioner  upon 
ftudit,  by  the  owner  of  the  property  in  the  light  of  the  most  reliable 
and  accurate  information  available  with  reference  to  the  condition 
of  the  property  as  it  existed  at  that  date,  regardless  of  all  subsequent 
changes,  such  as  changes  in  surrounding  circumstances,  in  methods 
of  exploitation,  in  degree  of  utilization,  etc  The  value  sought  will 
be  the  selling  price,  assuming  a  transfer  between  a  willing  seller  and 
a  willing  buyer  as  of  the  particular  date.  Such  factors  as  the  fol- 
lowing will  be  given  due  consideration: 

(a)  Character  and  quality  of  the  timber  as  determined  by  specieSi 
age,  size,  condition,  etc; 

(h)  The  quantity  of  timber  per  acre,  the  total  quantity  under 
consideration,  and  the  location  of  the  timber  in  question  with  ref- 
erence to  other  timber; 

(c)  Accessibility  of  the  timber  (location  with  reference  to  dis- 
tance from  a  common  carrier,  the  topography  and  other  features 
of  the  ground  upon  which  the  timber  stands  and  over  which  it 
must  be  transported  in  process  of  exploitation,  the  probable  cost  of 
exploitation,  and  the  climate  and  the  state  of  industrial  development 
of  the  locality) ;  and 

(d)  The  freight  rates  by  common  carrier  to  important  markets. 
The  timber  in  each  particular  case  will  be  valued  on  its  own  merits 

and  not  on  the  basis  of  general  averages  for  regions;  however,  the 
value  placed  upon  it,  taking  into  consideration  such  factors  as  those 
menticmed  above,  will  be  consistent  with  that  of  the  other  timber  in 
the  region.  The  Commissioner  will  give  due  weight  and  considera- 
Hcm  to  any  and  all  facts  and  evidence  having  a  bearing  on  the 
market  value,  such  as  co^  actual  sales  and  transfers  of  similar 
properties,  the  margin  betwesn  the  cost  of  production  and  the  price 
realized  for  timber  products,  market  value  of  stock  or  shares,  royal- 
ties and  rentals,  value  fixed  by  the  owner  for  the  purpose  of  the 
capital  stock  tax,  valuation  for  local  or  State  taxation,  partnership 
accountings,  records  of  litigation  in  which  the  value  of  the  property 
has  been  involved,  the  amount  at  which  the  property  may  have  been 
inventoried  and/or  appraised  in  probate  or  similar  proceedings, 
disinterested  appraisals  by  approved  methods,  and  other  factors. 
For  depletion  purposes  the  fair  market  value  at  a  specified  date 
shall  not  include  any  part  of  the  value  of  the  land. 

Abt.  255.  BeterminatioiL  of  qvaatitj  of  timber.— Each  taxpayer 
claiming  or  expecting  to  claim  a  deduction  for  depletion  is  required  to 
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estimate  with  respect  to  each  separate  timber  account  the  total 
units  (feet  board-measure,  log  scale,  cords,  or  other  units)  of  timber 
reasonably  known,  or  on  good  evidence  believed,  to  have  existed  on 
the  ground  on  March  1,  1913,  or  on  the  date  of  acquisition  of  the 
property,  as  the  case  may  be.  This  estimate  shall  state  as  nearly  as 
possible  the  number  of  units  which  would  have  been  found  present 
by  a  careful  estimate  made  on  the  specified  date  with  the  object  of 
detertnining  100  per  cent  of  the  quantity  of  timber  which  the  area 
would  have  produced  on  that  date  if  all  of  the  merchantable  timber 
had  been  cut  and  utilized  in  accordance  with  the  standards  of  utili- 
zation prevailing  in  that  region  at  that  time.  If  subsequently  during 
the  ownership  of  the  taxpayer  making  the  return,  as  the  net  result 
of  the  growth  of  the  timber,  of  changes  in  standards  of  utilization, 
of  losses  not  otherwise  accounted  for,  of  abandonment  of  timber, 
and/or  of  errors  in  the  original  estimates,  there  are  found  to  remain 
on  the  ground,  available  for  utilization,  more  or  less  units  of  timber 
than  remain  in  the  timber  account  or  accounts,  a  new  estimate  of 
the  recoverable  units  of  timber  (but  not  of  the  cost  or  the  fair  market 
value  at  a  specified  date)  may  be  made,  with  the  approval  of  the 
Commissioner,  and,  when  made,  shall  thereafter  constitute  a  basis 
for  depletion. 

Art.  256.  Agfgreg'ating  timber  and  land  for  purposes  of  valuation  and 
accounting. — ^With  a  view  to  logical  and  reasonable  valuation  of  tim- 
ber, the  taxpayer  shall  include  his  timber  in  one  or  more  accounts. 
In  general,  each  such  account  shall  include  all  of  the  taxpayer's 
timber  which  is  located  in  one  "  block,"  a  block  being  an  operation 
unit  which  includes  all  of  the  taxpayer's  timber  which  would  logi- 
cally go  to  a  single  given  point  of  manufacture.  In  those  cases  in 
which  the  point  of  manufacture  is  at  a  considerable  distance,  or  in 
which  the  logs  or  other  products  will  probably  be  sold  in  a  log  or 
other  market,  the  block  may  be  a  logging  unit  which  includes  all  of 
the  taxpayer's  timber  which  would  logically  be  removed  by  a  single 
logging  development.  In  exceptional  cases,  provided  there  are  good 
and  substantial  reasons,  and  subject  to  approval  or  revision  by  the 
Commi;ssioner  on  audit,  the  taxpayer  may  divide  the  timber  in  a 
given  block  into  two  or  more  accounts,  e.  g.,  timber  owned  on  Feb- 
ruary 28,  1913,  and  that  purchased  subsequently  may  be  kept  in 
separate  accounts,  or  timber  owned  on  February  28,  1913,  and  the 
timber  purchased  since  that  date  in  several  distinct  transactions 
may  be  kept  in  several  distinct  accounts,  or  individual  tree  species 
or  groups  of  tree  species  may  be  carried  in  distinct  accounts,  or 
special  timber  products  may  be  carried  in  distinct  accounts,  or  blocks 
may  be  divided  into  two  or  more  accounts  based  on  the  character  of 
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Hie  timber  and/or  its  accessibility,  or  scattered  tracts  may  be  in- 
diiied  in  separate  accounts.  When  siich  a  division  is  made,  a  proper 
portion  of  the  total  yalne  or  co^st,  as  the  case  may  be,  ediall  be  allo- 
cated to  each  account. 

The  timber  accounts  mentioned  in  the  preceding  paragraph  shall 
not  .include  any  part  of  the  value  or  cost,  as  the  case  may  be,  of  the 
land.  In  a  manner  similar  to  that  prescribed  in  the  foregoing  part 
of  this  article  the  land  in  a  given  "  block  "  may  be  carried  in  a  single 
land  account  or  may  be  divided  into  two  or  more  accounts  on  the 
basis  of  its  character  and/or  accessibility.  When  such  a  division  is 
made,  a  proper  portion  of  the  total  value  or  cost,  as  the  case  may  be, 
shall  be  allocated  to  each  account. 

The  total  value  or  total  cost,  as  the  case  may  be,  of  land  and  timber 
shall  be  equitably  allocated  to  the  timber  and  land  accounts,  respec- 
tively. 

Each  of  the  several  land  and  timber  accounts  carried  on  the  books 
of  the  taxpayer  shall  be  definitely  described  as  to  their  location  on 
the  ground  either  by  maps  or  by  legal  descriptions. 

For  good  and  substantial  reasons  to  be  approved  by  the  Commis- 
sioner, or  as  required  by  the  Conunissioner,  the  timber  or  the  land 
accounts  may  be  readjusted  by  dividing  individual  accounts,  by  com- 
bining two  or  more  accounts,  or  by  dividing  and  recombining 
accounts. 

Abt.  257.  flmber  depletion  and  depreciation  accounts  on  books. — 
Every  taxpayer  claiming  or  expecting  to  claim  a  deduction  for  de- 
pletion and/or  depreciation  of  timber  property  (including  plants, 
improvements,  and  equipment  used  in  connection  therewith)  shall 
keep  accurate  ledger  accounts  in  which  shall  be  charged  the  cost  or 
the  fair  market  value  as  of  the  basic  date,  as  the  case  may  be,  of  the 
property,  and  the  plants,  improvements,  and  equipment,  together 
with  amounts  subsequently  expended  for  administration,  protection, 
and  other  carrying  charges,  or  development  of  the  property  or  addi- 
tions to  plant  and  equipment  as  are  not  chargeable  to  current  operat- 
ing expenses.     (See  articles  251  and  254.) 

In  such  accounts  there  ^all  be  set  up  separately  the  quantity  of 
timber,  the  quantity  of  land,  and  the  quantity  of  other  resources,  if 
any,  and  a  proper  part  of  the  total  cost  or  Value  shall  be  allocated  to 
each.  (See  article  256.)  These  accounts  shall  be  credited  with  the 
amount  of  the  depreciation  and  depletion  deductions  sustained  each 
year,  or  the  amount  of  the  depreciation  and  depletion  shall  be 
credited  to  depreciation  and  depletion  reserve  accounts,  to  the  end 
tliat  when  the  sum  of  the  credits  for  depreciation  and  depletion 
equals  the  cost  or  value  of  the  property,  plus  the  amount  added 
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^  thereto  for  administration,  protection,  and  other  carrying  charges,  or 
development  or  for  additional  plant  and  equipment,  less  salvage 
value  of  the  physical  property,  no  further  deduction  for  deprecia- 
tion and  depletion  will  be  allowed. 

"III,,. 

M  [SEC.  23.  DEDUCTIONS  FROM  GROSS  INCOME.] 

[In  computing  net  income  there  shall  be  allowed  as  deductions:] 

(n)  Charitable  and  other  contributions. — In  the  case  of  an  individiial, 

contributions  or  gifts  made  within  the  taxable  year  to  or  for  the  use  of : 

^  (1)  the  United  States,  any  State,  Territory,  or  any  political  sub- 

•  division  thereof,  or  the  District  of  Columbia,  for  exclusively  public 

purix>ses ; 

(2)  any  corporation,  or  trust,  or  community  chest,  fund,  or 
foundation,  organized  and  operated  exclusively  for  religious,  chari- 

^  ^  table,  scientific,  literary,  or  educational  purposes,  or  for  the  pre- 

vention of  cruelty  to  children  or  animals,  no  part  of  the  net 
earnings  of  which  inures  to  the  benefit  of  any  iMrivate  shareholder 
or  individual; 

(3)  the  special  fund  for  vocational  rehabilitation  authorized  by 
^                         etotlon  7  of  the  Vocational  Rehabilitation  Act; 

(4)  posts  or  organizations  of  war  veterans,  or  auxiliary  units 
or  societies  of  any  such  posts  or  organizations,  if  such  posts,  organi- 
zations, units:,  or  societies  are  organized  in  the  United  States  or 

4  any  of  its  possessions,  and  if  no  part  of  their  net  earnings  inures 

to  the  benefit  of  any  private  shareholder  or  individual ;  or 

(5)  a  fraternal  society,  order,  or  association,  operating  under 
the  lodge  system,  but  only  if  such  contributions  or  gifts  are  to  be 
us^  exclusively  for  religious,  charitable,  scientific,  literary,  or  edu- 

#•  cational  purposes,  or  for  the  prevention  of  cruelty  to  children  or 

animals; 

to  an  amount  which  in  all  the  above  cases  combined  does  not  exceed 
15  per  centum  of  the  taxpayer's  net  income  as  computed  without  the 
benefit  of  this  subsection.     Such  contributions  or  gifts  shall  be  allow- 
*"  able  as  deductions  only  if  verified  under  rules  and  regulations  pre- 

scribed by  the  Commissioner,  with  the  approval- of  the  Secretary.  (For 
unlimited  deduction  if  contributions  and  gifts  exceed  90  per  centum 
of  the  net  income,  see  section  120.) 

i  Art.  261.  Contributions  or  gifts  by  individuals. — Contributions  or 

gifts  made  within  the  taxable  year  by  an  individual  are  deductible 

^  to  an  aggregate  amount  not  in  excess  of  15  per  cent  of  the  taxpayer's 

net  income  (including  such  payments),  if  made  to  or  for  the  use  of: 

^  {a)  The  United  States,  the  District  of  Columbia,  or  any  State  or 

Territory  or  political  subdivision  thereof,  for  exclusively  public 
purposes; 

(b)  Any  corporation,  or  trust,  or  community  chest,  fund,  or  foun- 

*-         dation,  organized  and  operated  exclusively  for  religious,  charitable, 

scientific,  literary,  or  educational  purposes,  or  for  the  prevention  of 

cruelty  to  children  or  animals,  but  only  if  no  part  of  the  net  earnings 
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inures  to  the  benefit  of  mny  private  shareholder  or  individual  (see 
article  627) ; 

(e)  The  special  fund  for  vocational  rehabilitation  authorized  by 
section  7  of  the  Vocational  Rehabilitation  Act  of  June  27,  1918 ; 

(d)  Posts  or  organizations  of  war  veterans,  or  auxiliary  units  or 
societies  of  any  such  posts  or  organizations,  if  such  posts,  organiza- 
tions, units,  or  societies  are  organized  in  the  United  States  or  any  of 
its  possessions,  and  if  no  part  of  their  net  earnings  inures  to  the 
benefit  of  any  private  shareholder  or  individual ;  or 

(e)  A  fraternal  society,  order,  or  association,  operating  under  the 
lodge  system,  but  only  if  such  contributions  or  gifts  are  to  be  used 
exclusively  for  religious,  charitable,  scientific,  literary,  or  educa- 
tional purposes,  or  for  the  prevention  of  cruelty  to  children  or 
animals. 

If,  during  the  taxable  year  and  each  of  the  10  preceding  taxable 
years,  the  amount  contributed  in  all  the  above  cases  combined  plus 
the  amount  of  income,  war-profits,  or  excess-profits  taxes  paid 
during  such  year  in  respect  of  preceding  taxable  years  exceeds 
90  per  cent  of  the  taxpayer's  net  income  for  each  such  year,  as  com- 
puted without  the  benefit  of  this  article,  the  full  amount  of  such 
contributions  and  gifts  made  within  the  taxable  year  is  deductible. 
(See  section  120.) 

In  connection  with  claims  for  deductions  under  this  article,  there 
shall  be  stated  on  returns  of  income  the  name  and  address  of  each 
organization  to  which  a  gift  was  made  and  the  approximate  date 
and  the  amount  of  the  gift  in  each  case.  Where  the  gift  is  other 
than  money,  the  basis  for  calculation  of  the  amount  thereof  shall  be 
the  fair  market  value  of  the  property  at  the  time  of  the  gift.  His 
proportionate  share  of  contributions  made  by  a  partnership  may  be 
claimed  as  a  deduction  in  the  personal  return  of  a  partner  to  an 
amount  which,  when  added  to  the  amount  of  contributions  made  by 
the  partner  individually  and  claimed  as  a  deduction,  is  not  in  excess  of 
15  per  cent  of  the  partner's  net  income  computed  without  the  benefit 
of  the  dedueti<Hi  for  contributions.  As  to  deduction  of  contribu- 
tions by  partnerships,  see  section  18S  and  article  901.  In  the  case 
of  a  nonresident  alien  individual  or  a  citizen  of  the  United  States 
entitled  to  the  benefits  of  section  25i,  see  sections  213  (c)  and  251  and 
articles  1051  and  1133.  This  article  does  not  apply  to  gifts  by 
estates  and  trusts  (see  section  162  and  article  862),  nor  does  it  apply 
to  corporations. 

AjtT.  262.  Bonatioiis  by  oorporationfl. — Corporations  are  not  entitled 
lo  deduct  from  gross  income  contributions  or  gifts  which  individuals 
may  deduct  under  section  23  (n).  Donations  made  by  a  corpora- 
tion for  purposes  connected  with  the  operation  of  its  business,  how- 
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ever,  when  limited  to  charitable  institutions,  hospitals,  or  educational 
institutions  conducted  for  the  benefit  of  its  employees  or  their  de- 
pendents are  a  proper  deduction  as  ordinary  and  necessary  expenses. 
Donations  which  legitimately  represent  a  consideration  for  a  benefit 
flowing  directly  to  the  corporation  as  an  incident  of  its  business 
are  allowable  deductions  from  gross  income.  For  example,  a  street 
railway  corporation  may  donate  a  sum  of  money  to  an  organization 
intending  to  hold  a  convention  in  the  city  in  which  it  operates,  with 
the  reasonable  expectation  that  the  holding  of  such  convention  will 
augment  its  income  through  a  greater  number  of  people  using  the 
cars.  Sums  of  money  expended  for  lobbying  purposes,  the  promotion 
or  defeat  of  legislation,  the  exploitation  of  propaganda,  including 
advertising  other  than  trade  advertising,  and  contributions  for  cam- 
paign expenses,  are  not  deductible  from  gross  income. 

[SEC.  23.  DEDUCTIONS  FROM  GROSS  INCOME.] 

[In  computing  net  income  there  shall  be  allowed  as  deductions :] 

(o)   Future   expenses  in  case  of  casual  sales  of  real  property. 

In  the  case  of  a  casual  sale  or  other  casual  disposition  of  real  prop- 
erty by  an  individual,  a  reasonable  allowance  for  future  expense 
liabilities,  incurred  under  the  provisions  of  the  contract  under  which 
such  sale  or  other  disposition  was  made,  under  such  regulations  as  the 
Commissioner,  with  the  approval  of  the  Secretary,  may  prescribe,  in- 
cluding the  giving  of  a  bond,  with  such  sureties  and  in  such  sum 
(not  less  than  the  estimated  tax  liability  computed  without  the  benefit 
of  this  subsection)  as  the  Commissioner  may  require,  conditioned  upon 
the  payment  (notwithstanding  any  statute  of  limitations)  of  the  tax, 
computed  without  the  benefit  of  tiiis  subsection,  in  respect  of  any 
amounts  allowed  as  a  deduction  under  this  subsection  and  not  actually 
expended  in  carrying  out  the  provisions  of  such  contract 

(p)  Dividends  received  by  corporations.— In  the  case  of  a  corporation, 
the  amount  received  as  dividends-^ 

(1)  from  a  domestic  corporation,  or 

(2)  from  any  foreign  corporation  when  it  is  shown  to  the  satis- 
faction of  the  Commissioner  that  more  than  50  per  centum  of  the 
gross  income  of  such  foreign  corporation  for  the  three-year  period 
ending  with  the  close  of  its  taxable  year  preceding  the  declaration 
of  such  dividends  (or  for  such  part  of  such  period  as  the  foreign 
corporation  has  been  in  existence)  was  derived  from  sources  within 
the  United  States  as  determined  under  section  119. 

The  deduction  allowed  by  this  subsection  shaU  not  be  allowed  in 
respect  of  dividends  received  from  a  corporation  organized  under  the 
China  Trade  Act,  1922,  or  from  a  corporation  which  under  section  251 
Is  taxable  only  on  its  gross  income  from  sources  within  the  United 
States  by  reason  of  its  receiving  a  large  percentage  of  its  gross  income 
from  sources  within  a  possession  of  the  United  States. 


(q)  Pension  trusts. — ^An  employer  establishing  or  maintaining  a  pen- 
sion trust  to  provide  for  the  payment  of  reasonable  pensions  to  his 
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caiiiiPMi  (If  iodi  trast  is  exempt  from  tax  under  section  16S»  relating 
to  trusts  created  for  the  excInsiTe  benefit  of  employees)  shall  be 
allowed  as  a  deduction  (in  addition  to  the  contributions  to  Buch  tmst 
iurlng  the  taxable  year  to  cover  the  pension  liability  accruing  during 
the  year,  allowed  as  a  deduction  under  subsection  (a)  of  this  section) 
a  reasonable  amount  transferred  or  paid  into  such  trust  during  the 
taxable  year  in  excess  of  such  contributions*  but  <mly  if  such  amount 
(1)  has  not  theretofore  been  allowable  as  a  deduction,  and  (2)  is 
apportioned  in  equal  parts  over  a  period  of  ten  consecutive  years  begin- 
ning with  the  year  In  which  the  transfer  or  payment  is  made. 

Akt.  271.^  Biymemto  Id  «iiiplo7iei'  pemion  trusts.— An  employer  who 
adopts  or  lias  adopted  a  reasonable  pension  plan,  actuarially  sound, 
and  who  establishes,  or  has  established,  and  maintains  a  pension 
trust  for  the  payment  of  reasonable  pensions  to  some  or  all  of  his 
employees  (if  the  trust  is  exempt  fwMaa  tax  under  section  165,  relat- 
ing to  trusts  created  for  the  exclusive  benefit  of  employees)  shall 
be  allowed  to  deduct  from  gross  income  reasonable  amounts  paid  to 
such  trust,  in  accordance  with  the  pension  plan  (or  any  reasonable 
amendment  thereof),  as  follows: 

(«)  If  the  plan  contemplates  the  payment  to  the  trust,  in  ad- 
vance of  the  time  pensions  are  granted,  of  amounts  to  provide  for 
future  pulsion  payments,  then  (1)  amounts  paid  to  the  trust  during 
the  taxable  year  representing  the  pension  liability  applicable  to 
such  year,  determined  in  accordance  with  the  plan,  shall  be  allowed 
as  a  deduction  for  such  year  as  an  ordinary  and  necessary  business 
expense,  and  in  addition  (2)  one-tenth  of  a  reasonable  amount  trans- 
ferred or  paid  to  the  trust  during  the  taxable  year  to  cover  in  whole 
or  in  part  the  pension  liability  applicable  to  the  years  prior  to  the 
taxable  year,  or  so  transferred  or  paid  to  place  the  trust  on  a  sound 
financial  basis,  shall  be  allowed  as  a  deduction  for  the  taxable  year 
and  for  each  of  the  nine  succeeding  taxable  years; 

(5)  If  the  pkn  does  not  contemplate  the  payment  to  the  trust, 
in  advance  of  the  time  pensions  are  granted,  of  amounts  to  provide 
for  future  pension  payments,  then  (1)  amounts  paid  to  the  trust 
during  the  taxable  year  representmg  the  present  value  of  the  ex- 
pected future  payments  in  respect  of  pensions  granted  to  employees 
retired  during  the  taxable  yew  shall  be  allowed  as  a  deduction  for 
such  year  as  an  ordinary  and  necessary  business  expense,  and  in 
addition  (2)  one-tenth  of  a  reasonable  amount  transferred  or  paid 
to  the  trust  during  the  taxable  year  to  cover  in  whole  or  in  part  the 
present  value  of  the  expected  future  payments  in  respect  of  pensions 
granted  to  employees  retired  prior  to  the  taxable  year,  or  so  trans- 
ferred or  paid  to  place  the  trust  on  a  sound  financial  basis,  shall 

- —  

*  See  T.  D.  4310,  p.  354. 
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be  allowed  as  a  deduction  for  the  taxable  year  and  for  each  of  the 
nine  succeeding  taxable  years. 

Reasonable  payments  made  by  an  employer  during  the  taxable 
year  directly  to  pensioners  on  account  of  pensions  in  respect  of 
which  no  payment  has  been  made  to  a  pension  trust  shall  be  allowed 
as  a  deduction  from  gross  income  for  such  year  as  an  ordinary  and 
necessary  business  expense. 

In  no  case  will  any  amount  be  allowed  as  a  deduction  raider  this 
article  which  was  allowable  as  a  deduction  from  gross  income  for 
any  prior  year.  Where  a  deduction  from  gross  income  is  claimed 
on  account  of  payments  to  an  employees'  pension  trust,  a  copy  of  the 
pension  plan  (with  amendments,  if  any)  and  of  the  actuarial  com- 
putation upon  which  the  deduction  is  based,  together  with  a  detailed 
statement  of  the  receipts  and  disbursements  of  the  trust,  should  be 
filed  with  the  return. 

The  right  to  a  deduction  under  section  23  (q)  will  be  recognized  in 
cases  where  the  pension  trust  may  not  be  perpetual,  provided  th« 
trust  is  of  such  a  character  as  to  evidence  good  faith  on  the  part  of 
the  employer  actually  to  pay  the  amounts  trusteed  for  employees' 
pension  purposes.  However,  should  any  portion  of  the  funds  of  a 
pension  trust  revert  to  the  possession,  ownership,  or  control  of  the 
employer  by  reason  of  the  termination  of  the  trust  or  otherwise, 
such  amount  shall  be  returned  as  income  by  the  employer  for  the 
taxable  year  in  which  it  so  reverts,  unless  prior  to  the  close  of  such 
year  it  shall  be  retrusteed  for  the  benefit  of  employees  under  pro- 
visions satisfactory  to  the  CJommissioner. 

A  pension  trust  maintained  by  afliliated  corporations  for  the  exclu- 
sive benefit  of  their  employees  is  within  the  scope  of  sections  23  (q) 
and  165. 

Example— Accruals  in  cuhcmee  of  pensions  gromted:  In  1928  the 
M  Company  adopted  a  reasonable  pension  plan  and  established  a 
pension  trust  which  was  exempt  from  tax  under  section  165.  During 
the  year  and  upon  the  basis  of  an  actuarial  computation  the  com- 
pany paid  $8,500,000  to  the  trust.  At  the  time  of  the  payment  and 
in  accordance  with  the  pension  plan  of  the  company,  the  pension 
liability  applicable  to  the  years  prior  to  1928,  in  respect  of  employees 
then  on  the  retired  roll,  for  pensions  to  be  paid  in  the  future,  was 
$2,000,000;  the  pension  liability  applicable  to  the  years  prior  to 
1928,  in  respect  of  employees  on  the  active  roll,  for  pensions  to  be 
paid  in  the  future,  was  $6,500,000;  the  payment  required  to  cover 
the  pension  liability  applicable  to  the  taxable  year  1928  for  pen- 
sions to  be  paid  in  the  future,  was  $450,000.    The  amount  paid  to 
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retired  employees  of  the  M  Company  by  the  pension  trust  as  pensions 
during  1928  was  $360,000. 
The  deduction  for  1928  is  computed  as  follows : 

(a)  Entire  amount  paid  to  pension  trast  representing  the  pension 
liability  applicable  to  1928  for  pensions  to  be  paid  in  the 
future $450, 000 

(6)  One-tenth  of  $8,500,000,  amonnt  transferred  to  pension  trust  to 
coyer  the  pension  liability  applicable  to  the  years  prior  to  1928, 
in  resi)ect  of  employees  on  either  the  retired  roll  or  the  active 
roll,  for  pensions  to  be  jmid  in  the  future 850,000 

Total  deduction 1, 300, 000 

The  amount  of  $360,000  paid  to  pensioners  is  not  allowable  as  a 
deduction  for  income  tax  purposes  since  it  was  paid  by  the  pension 
trust  and  not  by  the  M  Company. 

Example — Accruals  on  ha^ia  of  pensions  granted:  In  1928  the  N 
Company  adopted  a  reasonable  pension  plan  and  established  a  pen- 
sion trust  which  was  exempt  from  tax  under  section  165.  During 
the  year  and  upon  the  basis  of  an  actuarial  computation  the  com- 
pany  paid  $2,300,000  to  the  trust.  At  the  time  of  the  payment  the 
present  value  of  the  expected  future  payments  in  respect  of  pensions 
granted  to  employees  retired  prior  to  1928  was  $2,000,000 ;  the  pres- 
ent value  of  the  expected  future  payments  in  respect  of  pensions 
granted  to  employees  retired  during  1928  was  $300,000.  The  amount 
paid  to  retired  employees  of  the  N  Company  by  the  pension  trust 
as  pensions  during  1928  was  $360,000. 

The  deduction  for  1928  is  computed  as  follows : 

(o)  Entire  amount  paid  to  the  pension  trust  representing  the  present 
yalue  of  the  exi)ected  future  payments  in  respect  of  pensions 
granted  to  employees  retired  during  1928 $300,000 

(5)  One-tenth  of  $2,000,000,  the  amount  transferred  to  the  pension 
trust  to  coyer  the  present  yalue  of  the  expected  future  pay- 
ments in  respect  of  pensions  granted  to  employees  retired 
prior  to  1928 200,000 

Total  deduction 500, 000 

The  amount  of  $360,000  paid  to  pensioners  is  not  allowable  as  a 
deduction  for  income  tax  purposes,  since  it  was  paid  by  the  pension 
trust  and  not  by  the  N  Company. 

SBC.  24.  ITEMS  NOT  DEDUCTIBLE. 

(a)  General  rule. — In  computing  net  income  no  deduction  shall  in  any 
case  be  aUowed  in  respect  of— 

(1)  Personal,  Hying,  or  famUy  expenses; 

(2)  Any  amount  paid  out  for  new  buUdings  or  for  permanent  im- 
proyements  or  betterments  made  to  increase  the  yalue  of  any  prop- 
erty or  estate; 
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(3)  Any  amount  expended  in  restoring  property  or  in  maldng 
good  the  exhaustion  thereof  for  which  an  allowance  is  or  has  been 
made;  or 

(4)  Premiums  paid  on  any  life  insurance  policy  covering  the 
life  of  any  officer  or  employee,  or  of  any  person  financially  inter- 
ested in  any  trade  or  business  carried  on  by  the  taxpayer,  when 
the  taxpayer  is  directly  or  indirectly  a  ben^dary  under  such 
policy. 

(b)  Holders  of  life  or  terminable  interest. — ^Amounts  paid  under  the 
laws  of  any  State,  Territory,  District  of  Columbia,  possession  of  the 
United  States,  or  foreign  country  as  income  to  the  holder  of  a  life  or 
terminable  interest  acquired  by  gift,  bequest,  or  inheritance  shall  not  be 
reduced  or  diminished  by  any  deduction  for  shrinkage  (by  whatever 
name  called)  in  the  value  of  such  interest  due  to  the  lapse  of  time,  nor 
by  any  deduction  allowed  by  this  Act  (except  the  deductions  proyided 
for  in  subsections  (Ic)  and  (1)  of  section  23)  for  the  purpose  of  com- 
puting the  net  income  of  an  estate  or  trust  but  not  allowed  under  the 
laws  of  such  State,  Territory,  District  of  Columbia,  possession  of  the 
United  States,  or  foreign  country  for  the  x>urpose  of  computing  the 
income  to  which  such  holder  is  entitled. 

(c)  Tax  withheld  on  tax-free  coveiiant  bonds. — For  tax  withheld  on 
tax-free  covenant  bonds,  see  section  144  (a)   (4). 

Abt.  281.  Personal  and  family  expenses. — ^Insurance  paid  on  a  dwell- 
ing owned  and  occupied  by  a  taxpayer  is  a  personal  expense  and  noi 
deductible.  Premiums  paid  for  life  insurance  by  the  insured  are  not 
deductible.  In  the  case  of  a  professional  man  who  rents  a  property 
for  residential  purposes,  but  incidentally  receives  clients,  patients, 
or  callers  there  in  connection  with  his  professional  work  (his  place  of 
business  being  elsewhere),  no  part  of  the  rent  is  deductible  as  a 
business  expense.  If,  however,  he  uses  part  of  the  house  for  his 
office,  such  portion  of  the  rent  as  is  properly  attributable  to  sudi 
office  is  deductible.  Where  the  father  is  legally  entitled  to  the  serv- 
ices of  his  minor  children,  any  allowances  which  he  gives  them, 
whether  said  to  be  in  consideration  of  services  or  otherwise,  are  noi 
allowable  deductions  in  his  return  of  income.  Alimcmy  and  an  al- 
lowance paid  under  a  separation  agreement  are  not  deductible  from 
gross  income.  (See  article  83.)  The  cost  of  equipment  of  an  Army 
officer  to  the  extent  only  that  it  is  specially  required  by  his  profession 
and  does  not  merely  take  the  place  of  articles  required  in  civilian  life 
is  deductible.  Accordingly,  the  cost  of  a  sword  is  an  allowable  de- 
duction, but  the  cost  of  a  uniform  is  not. 

Abt.  282.  Capital  expenditures. — Amounts  paid  for  increasing  the 
capital  value  or  for  making  good  the  depreciation  (for  which  a 
deduction  has  been  made)  of  property  are  not  deductible  from  gross 
income.  (See  section  23  (k)  and  article  201.)  Amounts  expended 
for  securing  a  copyright  and  plates,  which  remain  the  property  of 
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tlie  person  making  the  payments,  are  investments  of  capital.  The 
cost  of  defending  or  perfecting  title  to  property  constitutes  a  part  of 
the  cost  of  the  property  and  is  not  a  deductible  expense.  The 
amount  expended  for  architects'  services  is  part  of  the  cost  of  the 
building.  Commissions  paid  in  purchasing  securities  are  a  part  of 
the  cost  price  of  such  securities.  Commissions  paid  in  selling  secur- 
ities are  an  offset  against  the  selling  price.  Expenses  of  the  admin- 
istration of  an  estate,  such  as  court  costs,  attorneys'  fees,  and 
executors'  commissions',  are  chargeable  agai;st  the  ipus  of  the 
estate  and  are  not  allowable  deductions.  Amounts  to  be  assessed  and 
paid  under  an  agreement  between  bondholders  or  shareholders  of  a 
corporation,  to  be  used  in  a  reorganization  of  the  corporation,  are 
investments  of  capital  and  not  deductible  for  any  purpose  in  returns 
of  income.  (See  article  67.)  An  assessment  paid  by  a  shareholder 
of  a  national  bank  on  account  of  his  statutory  liability  is  ordinarily 
not  deductible  but,  subject  to  the  provisions  of  the  Act,  may  in 
certain  cases  represent  a  loss.  Expenses  of  the  organization  of  a  cor- 
poration, such  as  incorporation  fees,  attorneys'  and  accountants' 
charges,  are  capital  expenditures  and  not  deductible  from  gross 
income.  A  holding  company  which  guarantees  dividends  at  a  speci- 
fied rate  on  the  stock  of  a  subsidiary  corporation  for  the  purpose  of 
securing  new  capital  for  the  subsidiary  and  increasing  the  value 
of  its  stock  holdings  in  the  subsidiary  may  not  deduct  amounts  paid 
in  carrying  out  this  guaranty  in  computing  its  net  income,  but  such 
payments  may  be  added  to  the  cost  of  its  stock  in  the  subsidiary. 

Abt.  283.  Freminms  on  bndnesg  ininrance. — ^Premiums  paid  by  a 
taxpayer  on  an  insurance  policy  on  the  life  of  an  officer,  employee,  or 
other  individual  financidly  interested  in  the  taxpayer's  business,  for 
the  purpose  of  protecting  the  taxpayer  from  loss  in  the  event  of  the 
death  of  the  officer  or  employee  Insured  are  not  deductible  from  the 
taxpayer's  gross  income.  If,  however,  the  taxpayer  is  not  a  benefi- 
ciary under  such  a  policy,  the  premiums  so  paid  will  not  be  dis- 
allowed as  deductions  merely  because  the  taxpayer  may  derive  a 
bawfit  from  the  increased  efficiency  of  the  officer  or  employee  insured. 
(See  articles  53  and  126-129.)  In  either  case  the  proceeds  of  such 
policies  paid  by  reason  of  the  death  of  the  insured  may  be  excluded 
firom  grL  income  whether  the  beneficiary  is  an  individual  or  a  cor- 
poration,  provided  the  beneficiary  is  not  a  transferee  of  the  policy 
for  a  valuable  consideration.  (See  section  22  (b)  (1)  and  (2)  and 
article  82.) 

Abt.  284.  life  or  terminable  interests. — Amounts  paid  to  the  holder 
of  a  life  or  terminable  interest  acquired  by  gift,  bequest,  or  inherit- 
ance shall  not  be  subject  to  any  deduction  for  shrinkage  (whether 
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called  depreciation  or  any  other  name)  in  the  value  of  such  interest 
due  to  the  lapse  of  time.  In  other  words,  the  holder  of  such  an 
interest  so  acquired  may  not  set  up  the  value  of  the  expected  future 
payments  as  corpus  or  principal  and  claim  deductions  for  shrinkage 
or  exhaustion  thereof  due  to  the  passage  of  time. 

No  deduction  shall  be  allowed  in  the  case  of  a  life  or  terminable 
interest  acquired  by  gift,  bequest,  or  inheritance,  where  the  estate 
or  trust  is  entitled  to  a  deduction  under  the  Act  but  there  is  no 
reduction  of  the  income  of  the  life  or  terminable  interest.  For 
example,  an  estate  or  a  trust  in  a  certain- State  sells  securities  at  a 
loss ;  if,  under  the  laws  of  that  State,  the  beneficiary  suffers  no  actual 
loss,  then  even  though  the  estate  or  trust  is  permitted  to  deduct  such 
loss  in  making  its  return,  the  beneficiary  whose  income  has  not  been 
diminished  thereby  is  not  entitled  to  a  deduction  on  account  of  such 
loss,  but  must  include  in  his  return  the  full  amount  distributed  or 
distributable.  (See  section  162  and  article  862.)  However,  in  the 
case  of  property  held  by  one  person  for  life  with  remainder  to 
another  person  and  in  the  case  of  property  held  in  trust,  see  section 
23  (k)  and  article  201  as  to  depreciation  and  section  23  (1)  and 
article  221  as  to  depletion. 

SEC.  25.  CREDITS  OF  INDIVIDUAL  AGAINST  NET  INCOME. 

There  shaU  be  allowed  for  the  purpose  of  the  normal  tax,  but  not  for 
the  surtax,  the  following  credits  against  the  net  income : 

(a)  Dividends. — The  amount  received  as  dividends — 

(1)  from  a  domestic  corporation,  or 

(2)  from  a  foreign  corporation  when  it  is  shown  to  the  satisfac- 
tion of  the  Commissioner  that  more  than  50  per  centum  of  the  gross 
income  of  such  foreign  corporation  for  the  three-year  period  end- 
ing with  the  close  of  ita  taxable  year  preceding  the  declaration 
of  such  dividends  (or  for  sudi  part  of  such  period  as  the  corpora- 
tion has  been  in  existence)  was  derived  from  sources  within  the 
United  States  as  determined  under  the  provisions  of  section  119. 

The  credit  allowed  by  this  subsection  shall  not  be  allowed  in  respect 
of  dividends  received  from  a  corporation  organized  under  the  China 
Trade  Act,  1922,  or  from  a  corporation  which  under  section  251  is 
taxable  only  on  its  gross  income  from  sources  within  the  United  States 
by  reason  of  its  receiving  a  large  percentage  of  its  gross  income  from 
sources  within  a  possession  of  the  United  States. 

(b)  Interest  on  United  States  obligations. — The  amount  received  as 
interest  upon  obligations  of  the  United  States  which  is  included  in  gross 
income  under  section  22. 

(c)  Personal  exemption. — In  the  case  of  a  single  person,  a  i)ersonal 
exemption  of  $1,500 ;  or  in  the  case  of  the  head  of  a  family  or  a  married 
person  living  with  husband  or  wife,  a  personal  exemption  of  $3,500.  A 
husband  and  wife  .living  together  shall  receive  but  one  personal  exemp- 
tion.   The  amount  of  such  personal  exemption  shall  be  $3,500.    If  such 
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hosbfiiid  and  wife  make  separate  returns,  the  personal  exemption  may 
be  taken  by  either  or  divided  between  them. 

(4)  Credit  for  dependents.— $400  for  each  person  (other  than  hus- 
band or  wife)  dependent  upon  and  receiving  his  chief  support  from  the 
taxpayer  if  such  dependent  person  is  under  eighteen  years  of  age  or  is 
incapable  of  self-support  because  mentally  or  physically  defective. 

(e>  Change  of  status. — 

(1)  The  credit  for  dependents  shall  be  determined  by  the  status 
of  the  taxpayer  on  the  last  day  of  his  taxable  year. 

(2)  The  personal  exemption  allowed  by  subsection  (c)  of  this 
section  shall,  in  case  the  status  of  the  taxpayer  changes  during  his 
taxable  year,  be  the  sum  of  an  amount  which  bears  the  same  ratio 
to  $1,500  as  the  number  of  months  during  which  the  taxpayer  was 
single  bears  to  twelve  months,  plus  an  amount  which  bears  the  same 
ratio  to  $3,500  as  the  number  of  months  during  which  the  taxpayer 
was  a  married  person  livhig  with  husband  or  wife  or  was  the  head 
of  a  family  bears  to  twelve  months.  For  the  purposes  of  this  para- 
graph a  fractional  part  of  a  month  shall  be  disregarded  unless  It 
amounts  to  more  than  half  a  month,  in  which  case  it  shall  be  con- 
sidered as  a  month. 

(3)  In  the  ease  of  an  individual  who  dies  during  the  taxable 
year,  the  personal  exemption  and  the  credit  for  dependents  shall 
be  determined  by  his  status  at  the  time  of  his  death,  and  in  such 
case  full  credits  shall  be  allowed  to  the  surviving  spouse,  if  any, 
according  to  his  or  her  status  at  the  close  of  the  taxable  year. 

Abt.  291.  Credits  of  individual  against  net  income.— (a)  For  the  pur- 
pose of  computing  the  normal  tax  the  taxpayer's  net  income  as 
determined  pursuant  to  sections  21-24  is  first  reduced  by  the  sum  of 
the  allowable  credits.  These  include  dividends  (as  defined  in  section 
115  and  article  621)  received  from  a  domestic  corporation  (other 
than  a  corporation  entitled  to  the  benefits  of  section  251,  or  other 
than  a  corporation  organized  under  the  China  Trade  Act,  1922),  or 
from  a  foreign  corporation  when  it  is  shown  to  the  satisfaction  of  the 
Commissioner  that  more  than  50  per  cent  of  the  gross  income  of  such 
foreign  corporation  for  the  three-year  period  ending  with  the  close 
of  its  taxable  year  preceding  the  declaration  of  such  dividends  (or 
for  such  part  of  such  period  as  the  corporation  has  been  in  existence) 
was  derived  from  sources  within  the  United  States  as  determined 
under  the  provisions  of  section  119  (see  articles  671-684) ;  interest  not 
entirely  exempt  from  tax  (and  hence  included  in  gross  income) 
received  upon  obligations  of  the  United  States;  a  personal  exemption; 
and  a  credit  for  dependents.  Consequently,  the  normal  tax  does  not 
apply  to  the  dividends  just  described  nor  to  interest  on  any  obliga- 
tions of  the  United  States.  (See  section  22  (b)  (4)  and  articles  87 
and  88.)  For  the  purpose  of  computing  the  surtax  the  taxpayer's 
net  income  is  entitled  to  none  of  these  credits. 
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(h)  A  single  person  is  entitled  to  a  personal  exemption  of  $1,500 
and  the  head  of  a  family  or  a  married  person  living  with  husband 
dr  wife  to  $3,500,  regardless  of  the  amount  of  the  net  income.  A 
husband  and  wife  living  together  have  but  one  personal  exemption, 
which  is  $3,500.  If  they  make  separate  returns,  such  exemption  may 
be  taken  by  either  or  divided  between  them. 

Art.  292.  Personal  exemption  of  head  of  family. — ^A  head  of  a  family 
is  an  individual  who  actually  supports  and  maintains  in  one  house- 
hold one  or  more  individuals  who  are  closely  connected  with  him  by 
blood  relationship,  relationship  by  marriage,  or  by  adoption,  and 
whose  right  to  exercise  family  control  and  provide  for  these  depend- 
ent individuals  is  based  upon  some  moral  or  legal  obligation.  In 
the  absence  of  continuous  actual  residence  together,  whether  or  not 
a  person  with  dependent  relatives  is  a  head  of  a  family  within  the 
meaning  of  the  Act  must  depend  on  the  character  of  the  separa- 
tion. If  a  father  is  absent  on  business,  or  a  child  or  other  depend- 
ent is  away  at  school  or  on  a  visit,  the  common  home  being  still 
maintained,  the  additional  exemption  applies.  If,  moreover,  through 
force  of  circumstances  a  parent  is  obliged  to  maintain  his  dependent 
children  with  relatives  or  in  a  boarding  house  while  he  lives  else- 
where, the  additional  exemption  may  still  apply.  If,  however,  with- 
out necessity  the  dependent  continuously  makes  his  home  elsewhere, 
his  benefactor  is  not  the  head  of  a  family,  irrespective  of  the  ques- 
tion of  support.  A  resident  alien  with  children  abroad  is  not  thereby 
entitled  to  credit  as  the  head  of  a  family.  As  to  the  amount  of  the 
exemption,  see  article  291. 

Art.  293.  Personal  exemption  of  married  person. — ^In  the  case  of  % 
married  man  or  married  woman  the  joint  exemption  replaces  the 
individual  exemption  only  if  the  man  lives  with  his  wife  or  the 
woman  lives  with  her  husband.  In  the  absence  of  continuous  actual 
residence  together,  whether  or  not  a  man  or  woman  has  a  wife  or 
husband  living  with  him  or  her  within  the  meaning  of  the  Act 
must  depend  on  the  character  of  the  separation.  If  merely  occasion- 
ally and  temporarily  a  wife  is  away  on  a  visit  or  a  husband  is  away 
on  business,  the  joint  home  being  maintained,  the  additional  exemp- 
tion applies.  The  unavoidable  absence  of  a  wife  or  husband  at  a 
sanatorium  or  asylum  on  account  of  illness  does  not  preclude  claim- 
ing the  exemption.  If,  however,  the  husband  voluntarily  and  con- 
tinuously makes  his  home  at  one  place  and  the  wife  hers  at  another, 
they  are  not  living  together  within  the  meaning  of  the  Act,  irre- 
spective of  their  personal  relations.  A  resident  alien  with  a  wife 
residing  abroad  is  not  entitled  to  the  joint  exemption. 
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A»T.  294.  Credit  for  dependents.— A  taxpayer,  other  than  a  non- 
resident alien  who  is  not  a  resident  of  Canada  or  Mexico  (see  section 
214),  receives  a  credit  of  $400  for  each  person  (other  than  husband 
or  wife),  whether  related  to  him  or  not  and  whether  living  with  him 
or  not,  dependent  upon  and  receiving  his  chief  support  from  the 
taxpayer,  provided  the  dependent  is  either  (a)  under  18,  or  (b) 
incapable  of  self-support  because  defective. 

The  credit  is  based  upon  actual  financial  dependency  and  not 
mere  legal  dependency.  It  may  accrue  to  a  taxpayer  who  is  not  the 
head  of  a  family.  But  a  father  whose  children  receive  half  or  more 
of  their  support  from  a  trust  fund  or  other  separate  source  is  not 
entitled  to  the  credit. 

Art.  295.  Bate  determining:  exemption.— (a)  The  status  of  the  tax- 
payer on  the  last  day  of  his  taxable  year  determines  his  right  to  the 
credit  for  dependents  allowed  by  section  25  (d).  If  he  is  then  the 
chief  support  of  a  dependent  who  is  under  18  years  of  age,  or 
who  is  incapable  of  self-support  because  mentally  or  physically  defec- 
tive, the  credit  for  dependents  may  be  taken. 

(h)  The  credit  allowed  by  section  25  (c)  to  a  single  person,  a  head 
of  a  family,  or  a  married  person  living  with  husband  or  wife,  will, 
in  case  the  status  of  the  taxpayer  changes  during  the  taxable  year, 
be  prorated  according  to  the  period  during  which  the  taxpayer 
occupied  each  status.  The  credit  for  any  taxable  year  in  such  a  case 
will  thus  be  the  sum  of  (1)  an  amount  which  bears  the  same  ratio 
to  $1,500  as  the  numbei'  of  months  the  taxpayer  was  single  bears  to 
12  months,  plus  (2)  an  amount  which  bears  the  same  ratio  to  $3,500 
as  the  number  of  months  during  which  the  taxpayer  was  a  married 
person  living  with  husband  or  wife  or  was  the  head  of  a  family  bears 
to  12  months.  A  fractional  part  of  a  month  will  be  disregarded  for 
this  computation,  unless  it  amounts  to  more  than  one-half  month, 
in  which  case  it  will  be  considered  to  be  a  month. 

Example:  A,  who  had  been  single  during  the  preceding  months 
of  1928,  married  B  on  July  20  and  lived  with  her  during  the  balance 
of  the  year.  If  a  joint  return  is  made  by  A  and  B  on  a  calendar 
year  basis  for  1928,  the  personal  exemption  will  be  $3,208.33 ;  that  is, 
A  of  $1,500  for  A  while  single,  plus  A  of  $1,500  for  B  while  single, 
plus  ^  of  $3,500  for  the  period  during  which  they  were  married. 
If  separate  returns  are  made  by  A  and  B  on  a  calendar  year  basis 
for  1928,  each  may  claim  a  personal  exemption  of  $1,604.17;  that  is, 
A  of  $1,500,  plus  %  of  A  of  $3,500.  In  the  latter  case,  the  joint 
exemption,  or  A  of  $3,500,  may  be  taken  either  by  A  or  B  or  divided 
between  them. 
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(c)  If  an  individual  dies  during  the  taxable  year,  his  executor  or 
administrator  in  making  a  return  for  him  is  entitled  to  claim  his 
full  personal  exemption  according  to  his  status  at  the  time  of  his 
death.  If  a  husband  or  wife  so  dies  the  joint  personal  exemption 
may  be  used  by  the  executor  or  administrator  in  making  a  return 
for  the  decedent,  and  an  undiminished  personal  exemption,  according 
to  the  status  of  the  survivor  at  the  end  of  the  taxable  year,  may  be 
claimed  in  the  survivor's  return. 

SEC.  26.  CREDITS  OF  CORPORATION  AGAINST  NET  INCOME. 

For  the  purpose  only  of  the  tax  imposed  by  section  13  there  shall  be 
allowed  the  following  credits: 

(a)  The  amount  received  as  interest  upon  obligations  of  the  United 
States  which  is  included  itt  gross  income  under  section  22;  and 

(b)  In  the  case  of  a  domestic  corporation  the  net  income  of  which  is 
$25,000  or  less,  a  specific  credit  of  $3,000 ;  but  if  the  net  income  is  more 
than  $25,000  the  tax  imi>osed  by  section  13  shall  not  exceed  the  tax 
which  would  be  payable  if  the  $3,000  credit  were  allowed,  plus  the 
amount  of  the  net  income  in  excess  of  $25,000. 

Abt.  301.  Credits  allowed  corporations. — ^A  corporation  is  entitled  to 
a  credit  against  net  income  for  liie  purpose  of  the  tax  imposed  by 
section  13  of  the  amount  received  as  interest  upon  obligations  of  the 
United  States  which  is  included  in  gross  income  under  section  22. 
Accordingly  a  corporation  is  not  required  to  pay  any  income  tax  on 
interest  received  upon  obligations  of  the  United  States. 

A  domestic  corporation  having  a  net  income  of  $25,000  or  less  is 
allowed  a  credit  of  $3,000  against  such  net  income  for  the  purpose  of 
the  tax  imposed  by  section  13.  To  lessen  the  inequality  between  the 
tax  upon  net  income  of  $25,000  and  upon  net  income  slightly  in  ex- 
cess of  that  amount,  section  26  (b)  provides  that  the  tax  shall  not 
exceed  the  tax  which  would  be  payable  if  the  $3,000  credit  were 
allowed,  plus  the  amount  of  the  net  income  in  excess  of  $25,000.  This 
provision  affects  only  those  cases  in  which  the  net  income  is  between 
$25,000  and  $25,360  for  the  calendar  year  1928  and  subsequent  years. 
See  section  47  (e)  for  the  manner  of  applying  the  $3,000  credit  when 
a  return  is  filed  for  a  period  of  less  than  12  months. 

As  to  the  allowance  of  credits  against  net  income  in  the  case  of 
foreign  corporations,  see  section  233. 

PABT  m — CREDITS  AGAINST  TAX 

SEC.  31.  EARNED  INCOME  CREDIT. 

(a)  DefinitioiUL — For  the  purposes  of  this  section — 

(1)  "Earned  income"  means  wages,  salaries,  professional  fees; 
and  other  amounts  received  as  compensation  for  personal  services 
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acttmlly  rendered,  but  does  not  indnde  that  part  of  the  compensa- 
tion deriyed  by  the  taxpayer  for  personal  services  rendered  by  him 
to  a  corporation  which  represents  a  distribution  of  earnings  or 
profits  rather  than  a  reasonable  allowance  as  compensation  for  the 
personal  services  actually  rendered.  In  the  case  of  a  taxpayer 
engaged  in  a  trade  or  business  in  which  both  personal  services  and 
capital  are  material  Income  producing  factors,  a  reasonable  allow- 
ance as  compensation  for  the  personal  services  actually  rendered 
by  the  taxpayer,  not  in  excess  of  20  per  centum  of  his  share  of  the 
net  profits  of  such  trade  or  business,  shall  be  considered  as  earned 
Income. 

(2)  "Earned  income  deductions**  means  such  deductions  as  are 
allowed  by  section  23  for  the  purpose  of  computing  net  income,  and 
are  properly  allocable  to  or  chargeable  against  earned  income. 

(3)  "  Earned  net  income  "  means  the  excess  of  the  amount  of  the 
earned  income  over  the  sum  of  the  earned  income  deductions.  If 
the  taxpayer's  net  income  is  not  more  than  $5,000,  his  entire  net 
income  shall  be  considered  to  be  earned  net  income,  and  if  his  net 
Income  is  more  than  $6,000,  his  earned  net  income  shaU  not  be 
considered  to  be  less  than  $5,000.  In  no  case  shall  the  earned  net 
income  be  considered  to  be  more  than  $30,000. 

(%)  Allowance  of  credit.— In  the  case  of  an  individual  the  tax  shall 
be  credited  with  25  per  centum  of  the  amount  of  tax  which  would  be 
payable  if  his  earned  net  income  constituted  his  entire  net  income;  but 
In  no  case  shall  the  credit  aUowed  under  this  subsection  exceed  25  per 
centum  of  Ms  normal  tax  plus  25  per  centum  of  the  surtax  which  would 
be  payable  if  his  earned  net  income  constituted  his  entire  net  income. 
This  credit  shall  be  in  addition  to  all  other  credits  against  the  tax. 

Art.  Sll.  Earned  income  credit.— In  the  case  of  an  individual  the 
tax  shall,  in  addition  to  the  credits  provided  in  section  131  (see 
articles  691-698),  be  credited  with  25  per  cent  of  the  amount  of 
the  tax  which  would  be  payable  if  his  earned  net  income  constituted 
his  entire  net  income.  In  no  case,  however,  shall  this  credit  exceed 
25  per  cent  of  his  normal  tax  plus  25  per  cent  of  the  surtax  which 
would  be  payable  if  his  earned  net  income  constituted  his  entire  net 
income.  As  to  the  earned  income  credit  of  the  members  of  a  part- 
nership, see  section  185  and  article  921. 

Art.  312.  BefinitioiiB  and  limitationa.— The  term  "  earned  income  ^ 
means  wages,  salaries,  professional  fees,  and  other  amounts  received 
as  compensation  for  personal  services  actually  rendered.  In  the  case 
of  a  taxpayer  engaged  in  a  trade  or  business  in  which  both  personal 
services  and  capital  are  material  income-producing  factors,  a  reason- 
able allowance  as  compensation  for  the  personal  services  actually 
rendered  by  the  taxpayer  shall  be  considered  as  earned  income,  but 
the  total  amount  which  shall  be  treated  as  the  earned  income  of  the 
taxpayer  from  such  a  trade  or  business  shall,  in  no  case,  exceed  20  per 
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cent  of  his  share  of  the  net  profits  of  such  trade  or  business.  See 
article  126  as  to  what  constitutes  compensation  for  personal  services. 
The  term  does  not  include  that  part  of  any  compensation  received 
by  the  taxpayer  for  personal  services  rendered  by  him  to  a  corpora- 
tion which  represents  a  distribution  of  earnings  or  profits  rather 
than  a  reasonable  allowance  as  compensation  for  the  personal  serv- 
ices actually  rendered.  No  general  rule  can  be  laid  down  defining 
the  trades  or  businesses  in  which  personal  services  and  capital  are 
material  income-producing  factors,  but  this  question  must  b©  deter- 
mined  with  respect  to  the  facts  of  the  individual  cases. 

The  term  "earned  income  deductions"  means  deductions  which 
are  properly  allocable  to  or  chargeable  against  earned  income  and 
which  are  allowed  by  section  23  for  the  purpose  of  computing  net 
income.  The  term  "earned  net  income"  means  the  excess  of  the 
amount  of  the  earned  income  over  the  sum  of  the  earned  income 
deductions.  In  no  case  will  the  earned  net  income  be  considered 
to  be  more  than  $30,000.  If  the  taxpayer's  net  income  is  not  more 
than  $5,000,  his  entire  net  income  shall  be  considered  to  be  earned 
net  income,  and  if  his  net  income  is  more  than  $5,000,  his  earned 
net  income  shall  not  be  considered  to  be  less  than  $5,000. 

SEC.  32.  TAXES   OP  FOREIGN  COUNTRIES  AND  POSSESSIONS 
OF  UNITED  STATES. 

The  amount  of  income,  war-profits,  and  excess-profits  taxes  imposed 
by  foreign  countries  or  possessions  of  the  United  States  shali  be 
allowed  as  a  credit  against  the  tax,  to  the  extent  proyided  in  section  131, 

SEC.  33.  TAXES  WITHHELD  AT  SOURCE. 

The  amount  of  tax  withheld  at  the  source  under  section  144  shall  be 
allowed  as  a  credit  against  the  tax. 

SEC  34.  ERRONEOUS  PAYMENTS. 

(a)  Credit  for  overpayments.— For  credit  against  the  tax  of  overpay- 
ments of  taxes  imposed  by  this  title  for  other  taxable  years,  se* 
section  322. 

(b)  Fiscal  year  ending  in  1928.— For  credit  against  the  tax  of 
amounts  of  tax  paid  for  a  fiscal  year  beginning  in  1927  and  ending  in 
1928,  see  section  132. 


PAST  17 — ^ACOOUITTENO  PEBIODS  AND  MKTHODS  OP  ACCX>UNTINO 

SEC.  41.  GENERAL  RULE. 

The  net  income  shaU  be  computed  upon  the  basis  of  the  taxpayer's 
annual  accounting  period  (fiscal  year  or  calendar  year,  as  the  case 
may  be)  in  accordance  with  the  method  of  accounting  regularly  em- 
ployed in  keeping  the  books  of  such  taxpayer;  but  if  no  such  method 
of  accounting  has  been  so  employed,  or  if  the  method  employed  does 
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not  clearly  reflect  the  income,  the  computation  shall  be  made  in  accord- 
ance with  snch  method  as  in  the  opinion  of  the  Ck)mmissioner  does 
clearly  reflect  the  income.  If  the  taxpayer's  annual  accounting  period 
Is  other  than  a  fiscal  year  as  defined  in  section  48  or  if  the  taxpayer 
has  no  annual  accounting  period  or  does  not  keep  books,  the  net  income 
shall  be  computed  on  the  basis  of  the  calendar  year.  (For  use  of  In- 
Tentories,  see  section  22  (c).) 

Art.  321.  Computatioa  of  net  income Net  income  must  be  com- 
puted with  respect  to  a  fixed  period.  Usually  that  period  is  12  months 
and  is  known  as  the  taxable  year.  Items  of  income  and  of  expendi- 
tures which  as  gross  income  and  deductions  are  elements  in  the  com- 
putation of  net  income  need  not  be  in  the  form  of  cash.  It  is  suffi- 
cient that  such  items,  if  otherwise  properly  included  in  the  compu- 
tation, can  be  Talued  in  terms  of  money.  The  time  as  of  which  any 
item  of  gross  income  or  any  deduction  is  to  be  accounted  for  must 
be  determined  in  the  light  of  the  fundamental  rule  that  the  com- 
putation shall  be  made  in  such  a  manner  as  clearly  reflects  the  tax- 
payer'3  income.  If  the  method  of  accounting  regularly  employed  by 
him  in  keeping  his  books  clearly  reflects  his  income,  it  is  to  be 
followed  with  respect  to  the  time  as  of  which  items  of  gross  income 
and  deductions  are  to  be  accounted  for.  (See  articles  331-333.)  If 
the  taxpayer  does  not  regularly  employ  a  method  of  accounting 
which  clearly  reflects  his  income,  the  computation  shall  be  made  in 
such  manner  as  in  the  opinion  of  the  Commissioner  clearly  reflects  it. 

Abt.  322.  Bases  of  computation.— Approved  standard  methods  of 
accounting  will  ordinarily  be  regarded  as  clearly  reflecting  income. 
A  method  of  accounting  will  not,  however,  be  regarded  as  clearly 
reflecting  income  unless  all  items  of  gross  income  and  all  deduc- 
tions are  treated  with  reasonable  consistency.  See  section  48 
for  definitions  of  "  paid  or  accrued  "  and  "  paid  or  incurred."  All 
items  of  gross  income  shall  be  included  in  the  gross  income 
for  the  taxable  year  in  which  they  are  received  by  the  taxpayer, 
and  deductions  taken  accordingly,  unless  in  order  clearly  to  reflect 
income  such  amounts  are  to  be  properly  accounted  for  as  of  a  dif - 
ferent  period.  (See  sections  42,  43,  and  48.)  For  instance,  in 
any  case  in  which  it  is  necessary  to  use  an  inventory,  no  accounting 
in  regard  to  purchases  and  sales  will  correctly  reflect  income  except 
an  accrual  method.  A  taxpayer  is  deemed  to  have  received  items  of 
gross  income  which  have  been  credited  to  or  set  apart  for  him  with- 
out restriction.  (See  articles  332  and  333.)  On  the  other  liand,  ap- 
preciation  in  value  of  property  is  not  even  an  accrual  of  income  to  a 
taxpayer  prior  to  the  realization  of  such  appreciation  through  sale 
or  conversion  of  the  property.    But  see  article  105. 
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The  true  income,  computed  under  the  Revenue  Act  of  1928  and, 
where  the  taxpayer  keeps  books  of  account,  in  accordance  with  the 
method  of  accounting  regularly  employed  in  keeping  such  books 
(provided  the  method  so  used  is  properly  applicable  in  determining 
the  net  income  of  the  taxpayer  for  purposes  of  taxation),  ^all  in  all 
cases  be  entered  in  the  return.  If  for  any  reason  the  basis  of  report- 
ing income  subject  to  tax  is  changed,  the  taxpayer  shall  attach  to  his 
return  a  separate  statement  setting  forth  for  the  t-axable  year  and 
for  the  preceding  year  the  classes  of  items  differently  treated  under 
tie  two  systems,  specifying  in  particular  all  amounts  duplicated  or 
entirely  omitted  as  the  result  of  such  change. 

A  taxpayer  who  changes  the  method  of  accounting  employed  in 
keeping  his  books  for  the  taxable  year  1928  or  thereafter  should, 
before  computing  his  income  upon  such  new  basis  for  purposes  of 
taxation,  secure  the  consent  of  the  Commissioner.  Application  for 
permission  to  change  the  basis  of  the  return  shall  be  made  at  least 
30  days  before  the  close  of  the  period  to  be  covered  by  the  return  and 
shall  be  accompanied  by  a  statement  specifying  the  classes  of  items 
differently  treated  under  the  two  systems  and  specifying  all  amounts 
which  would  be  duplicated  or  entirely  omitted  as  a  result  of  the 
proposed  change. 

Section  44  contains  special  provisions  for  reporting  the  profit 
derived  from  the  sale  of  property  on  the  installment  plan.  (See 
articles  351-355.) 

The  foregoing  requirements  relative  to  a  change  of  accounting 
method  are  also  applicable  where  a  taxpayer  desires  to  change  from 
the  installment  basis  of  returning  income,  as  provided  in  article  351, 
to  a  straight  accrual  basis.  In  cases  where  permission  to  make  such 
change  is  granted,  the  taxpayer  will  be  required  to  return  as  addi- 
tional income  for  the  taxable  year  in  which  the  change  is  made  all 
the  profit  not  theretofore  returned  as  income  pertaining  to  the  pay- 
ments due  on  installment  sales  contracts  as  of  the  close  of  the  preced- 
ing taxable  year. 

Abt.  323.  Methods  of  acconnting. — ^It  is  recognized  that  no  imiform 
method  of  accounting  can  be  prescribed  for  all  taxpayers,  and  the 
law  contemplates  that  each  taxpayer  shall  adopt  such  forms  and 
systems  of  accounting  as  are  in  his  judgment  best  suited  to  his  pur- 
pose. Each  taxpayer  is  required  by  law  to  make  a  return  of  his  true 
income.  He  must,  therefore,  maintain  such  accounting  records  as 
will  enable  him  to  do  so.  (See  section  54  and  article  411.)  Among 
the  essentials  are  the  following : 

(1)  In  all  cases  in  which  the  production,  purchase,  or  sale  of  mer- 
chandise of  any  kind  is  an  income-producing  factor,  inventories  of 
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the  merchandise  on  hand  (including  finished  goods,  work  in  process, 
raw  materials,  and  supplies)  should  be  taken  at  the  beginning  and 
end  of  the  year  and  used  in  computing  the  net  income  of  the  year 
(see  section  22  (c)  and  articles  101-108) ; 

(2)  Expenditures  made  during  the  year  should  be  properly  classi- 
fied  as  between  capital  and  expense;  that  is  to  say,  expenditures 
for  items  of  plant,  equipment,  etc.,  which  have  a  useful  life  extend- 
ing substantiaUy  beyond  the  year  should  be  charged  to  a  capital 
account  and  not  to  an  expense  account;  and 

(3)  In  any  case  in  which  the  cost  of  capital  assets  is  being  recov- 
ered through  deductions  for  wear  and  tear,  depletion,  or  obsolescence 
any  expenditure  (other  than  ordinary  repairs)  made  to  restore  the 
property  or  prolong  its  useful  Hfe  should  be  added  to  the  property 
account  or  charged  against  the  appropriate  reserve  and  not  to  cur- 
rent expenses. 

Art.  324.  Accoimtiiig  period.— The  return  of  a  taxpayer  is  made 
and  his  income  computed  for  his  taxable  year,  which  means  his  fiscal 
year,  or  the  calendar  year  if  he  has  not  established  a  fiscal  year.  The 
term  "fiscal  year  "  means  an  accounting  period  of  12  months  ending 
on  the  last  day  of  any  month  other  than  December.  No  fiscal  year 
will,  however,  be  recognized  unless  before  its  close  it  was  definitely 
established  as  an  accounting  period  by  the  taxpayer  and  the  books 
of  such  taxpayer  were  kept  in  accordance  therewith.  The  taxable 
year  1928  is  the  calendar  year  1928  or  any  fiscal  year  ending  during 
«ie  calendar  year  1928.  (See  section  48.)  A  person  having  no  such 
fiscal  year  must  make  return  on  the  basis  of  the  calendar  year.  Ex- 
cept in  the  case  of  a  first  return  for  income  tax  a  taxpayer  shaU 
make  his  return  on  the  basis  (fiscal  <r  calendar  year)  upon  which 
he  made  his  return  for  the  taxable  year  immediately  preceding  unless 
with  the  approval  oi  the  Commissioner,  he  has  changed  his  account-' 
ing  period. 

^^'JfJ^^^   ^^  ^^^^^   ^^=^S    OF   GROSS   INCOME   IN- 

The  amount  of  aU  Items  of  gross  Income  shaU  be  Indnded  In  the 
gross  income  for  the  taxable  year  In  which  received  by  the  taxpayer, 
unless,  under  methods  of  accounting  permitted  under  section  41  any 
such  amounts  are  to  be  properly  accounted  for  as  of  a  different 
period. 

Akt.  831.  Wlien  Indnded  in  gnMw  ineeme.— Oains,  profits,  and  in- 
come are  to  be  included  in  the  gross  income  for  the  taxable  year  in 
wiuch  ttiey  aiB  received  by  the  taxpayer,  unless  they  are  included  as 
Of  a  differaH  period  in  accordance  with  the  approved  method  of  ac 
counting  followed  by  him.    (See  articles  821-328.)    Where  no  deter- 
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mination  of  compensation  is  had  until  the  completion  of  the  services, 
the  amount  received  is  ordinarily  income  for  the  taxable  year  of  ite 
determination,  if  the  return  is  rendered  on  the  accrual  basis ;  or,  for  the 
taxable  year  in  which  received,  if  the  return  is  rendered  on  the  receipts 
and  disbursements  basis.    If  a  person  sues  in  one  year  on  a  pecuni- 
ary claim  or  for  property,  and  money  or  property  is  recovered  on 
a  judgment  therefor  in  a  later  year,  income  is  realized  in  that  year, 
assuming  that  the  money  or  property  would  have  been  income  in 
the  eariier  year  if  th^  received.    This  is  true  of  a  recovery  for  pat- 
ent infringement    Bad  debts  or  accounts  charged  off  subsequent 
to  March  1,  1913,  because  of  the  fact  that  they  were  determined  to 
be  worthless,  which  are  subsequently  recovered,  whether  or  not  by 
suit,  constitute  income  for  the  year  in  which  recovered,  regardless 
of  the  date  when  the  amounts  were  charged  off.     (See  article  191.) 
Such  items  as  claims  for  compensation  under  canceled  Government 
contracts  constitute  income  for  the  year  in  which  they  are  allowed 
or  their  value  is  otherwise  definitely  determined. 

Abt.  332.  Incoinc  not  redaced  to  possessioii.— Income  which  is  cred- 
ited to  the  account  of  or  set  apart  for  a  taxpayer  and  which  may  be 
drawn  upon  by  him  at  any  time  is  subject  to  tax  for  the  year  during 
which  so  credited  or  set  apart,  although  not  then  actually  reduced  to 
possession.  To  constitute  receipt  in  such  a  case  the  income  must  be 
credited  or  set  apart  to  the  taxpayer  withotft  any  substantial  limita- 
tion  or  restriction  as  to  the  time  or  manner  of  payment  or  condition 
upon  which  payment  is  to  be  made,  and  must  be  made  available  to  him 
so  that  it  may  be  drawn  at  any  time,  and  its  receipt  brought  within 
his  own  control  and  disposition.  A  book  entry,  if  made,  should  indi- 
cate  an  absolute  transfer  from  one  account  to  another.  Where  a 
corporation  contingently  credits  its  employees  with  bonus  stock,  but 
the  stock  is  not  available  to  such  employees  until  some  future  date, 
the  mere  crediting  on  the  books  of  the  corporation  does  not  constitute' 
receipt. 

Art.  333.  Examples  of  constructive  receipt— When  interest  coupons        / 
have  matured  and  are  payable,  but  have  not  been  cashed,  such  inter-  /2f 
est,  though  not  collected  when  due  and  payable,  shall  be  included  in  ' 

gross  mcome  for  the  year  during  which  the  coupons  mature,  unless 
It  can  be  shown  that  there  are  no  funds  available  for  payment  of  the 
interest  during  such  year.  The  interest  shaU  be  included  in  gross 
income  even  though  the  coupons  are  exchanged  for  other  property 
mstead  of  eventually  being  cashed.  Defaulted  coupons  are  income 
for  the  year  m  which  paid.  Dividends  on  corporate  stock  are  sub- 
ject to  tax  when  unqualifiedly  made  subject  to  the  demand  of  Urn 
shareholder.    As  to  the  distributive  share  of  the  profite  of  a  partner 
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m  a  partoerdup,  see  section  182  and  article  902.  Interest  credited  on 
sa^ngs  bank  deposits,  even  though  the  bank  nominally  has  a  rule 
seldom  or  never  enforced,  that  it  may  require  so  many^da^s'  no«i 
before  withdrawals  are  permitted,  is  incle  to  the  depoXr  when 
credited.  An  amount  credited  to  shareholders  of  a  buildC  andlo^ 
association,  when  such  credit  passes  without  restriction  to  the  sha^ 
holder,  has  a  taxable  status  as  income  for  the  year  of  the  cred't 
Where  tiie  amount  of  such  accumulations  does  not  become  avaTable 
to^e  shareholder  until  the  maturity  of  a  share,  the  amount  of  any 
share  m  ««ce^  of  the  aggregate  amount  paid  in  by  the  shareholder 
«  income  for  the  year  of  the  maturity  of  the  share^  But  ^^Z 

Act.  334.  long-term  oontraots.-Income  from  long-term  contracts  is 
taxable  for  the  period  in  which  the  income  is  determinersuch  de. 
termination  depending  upon  the  nature  and  terms  of  the  paSuIar 
contract.  As  i,sed  herein  the  term  "long-term  contracts''  ™ 
building,  installation,  or  construction  contacts  covering  a  S 
m  excess  of  one  year.  Persons  whose  income  is  derived  in  w2 
or  in  part  from  such  contracts  may,  as  to  such  income,  prepare  th^^ 
rtturup  upon  the  following  bases : 

™1?  .?T  ^""T  ^'''"'^  *™'°  ^*  «">*^'«^  may  be  reported 
upon  the  basis  of  percentage  «>f  completion.    In  such  ca^  thTre 

£w     T"'P'"^  *^'  "'*"™  '^^^'^^^  «*  architects  orTgintj^ 
showing  the  percentage  of  completion  during  the  taxable  jZZT, 

duS^Z^       K^'*^™"^'"*^'"'*'"^"*™*^-    There  should  Se  de! 
ducted  from  such  gross  income  aU  expenditures  made  during  the  tax- 

ml  Mid  supplies  on  hand  at  the  beginning  and  end  of  the  taxable 

Ji  LiT       ;       '  "P""  «r P^etion  of  a  contract,  it  is  fomid  that 
titetax^le  net  ^eome  arising  thereunder  has  not  been  clearly  rl 

^^^UZ.'''  '"^  *"*  Co-i-ner  may  permit  or  r^uire 
thlV  ?^.^f"»«  may  be  reported  in  the  taxable  year  in  which 

«  ."nSlt  ^!^  "r'^**''  ""^  ^'^^''^  ''  *»>«  taxpayer  d^ 

d^Z^^^T"^r*^  *^*  r^  ^«"°«'  P'o^d^d  «"eh  method 

STm  ^Ta    f  !  f  *  ""*"•*■    ^'  *'^«  "^^^^^  i«  adopted  there 
^ould  be  deducted  from  gross  income  aU  expenditures  during  S 

^ISLTI^'*  which  are  properly  allocaS  thereto,  taling^fto 
crasideration  any  matenal  and  supplies  charged  to  the  work  under 

J^T  *        P"^""^  ^  ^*^  ^«  '«*"''»  ^  accordance  with  the 
method  of  accounting  regularly  employed  by  him  in  keepW  ^ 
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books  and  such  method  clearly  reflects  the  income,  he  will  not  be  re- 
quired to  change  to  either  of  the  methods  above  set  forth.  If  a  tax- 
payer desires  to  change  his  method  of  accounting  in  accordance  with 
paragraphs  (a)  and  (&)  of  this  article,  a  statement  showing  the  com- 
position of  all  items  appearing  upon  his  balance  sheet  and  used  in 
connection  with  the  method  of  accounting  formerly  employed  by  him, 
should  accompany  his  return. 

Art.  3*^5.  Subtraction  for  redemption  of  trading  stamps. — ^Where  a 
taxpayer,  for  the  purpose  of  promoting  his  business,  issues  with  sales 
trading  stamps  or  premium  coupons  redeemable  in  merchandise  or 
cash,  he  should  in  computing  the  income  from  such  sales  subtract 
only  the  amount  which  will  be  required  for  the  redemption  of  such 
part  of  the  total  issue  of  trading  stamps  or  premium  coupons  issued 
during  the  taxable  year  as  will  eventually  be  presented  for  redemp- 
tion. This  amount  will  be  determined  in  the  light  of  the  experience 
of  the  taxpayer  in  his  particular  business  and  of  other  users  of  trad- 
ing stamps  or  premium  coupons  engaged  in  similar  businesses.  The 
taxpayer  shall  file  for  each  of  the  five  preceding  years,  or  such  num- 
ber of  these  years  as  stamps  or  coupons  have  been  issued  by  him,  a 
statement  showing — 

(a)  The  total  issue  of  stamps  during  each  year; 

(b)  The  total  stamps  redeemed  in  each  year;  and 

(c)  The  percentage  for  each  year  of  the  stamps  redeemed  to  the 
stamps  issued  in  such  year. 

A  similar  statement  shall  also  be  presented  showing  the  experience 
of  other  users  of  stamps  or  coupons  whose  experience  is  relied  upon, 
by  the  taxpayer  to  determine  the  amount  to  be  subtracted  from  the 
proceeds  of  sales.  The  Conmiissioner  will  examine  the  basis  used  in 
each  return,  and  in  any  case  in  which  the  amount  subtracted  in  re- 
spect of  such  stamps  or  coupons  is  found  to  be  excessive  an  amended 
return  or  amended  returns  will  be  required. 

SEC.    43.  PERIOD    FOR    WHICH    DEDUCTIONS    AND    CREDITS 
TAKEN. 

The  deductions  and  credits  provided  for  in  this  title  shall  be  taken 
for  the  taxable  year  in  which  "paid  or  accrued"  or  "paid  or  in- 
curred," dependent  upon  the  method  of  accounting  upon  the  basis  of 
which  the  net  income  is  computed,  unless  in  order  to  clearly  reflect 
the  income  the  deductions  or  credits  should  be  taken  as  of  a  different 
period. 

Art.  341.  "Paid  or  incurred"  and  "paid  or  accmed.'' — ^The  terms 
"paid  or  incurred  "  and  "  paid  or  accrued  "  will  be  construed  accord- 
ing to  the  method  of  accounting  upon  the  basis  of  which  the  net 
income  is  computed  by  the  taxpayer.     (See  section  48  (c).)     The 
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deductions  and  credits  provided  for  in  Title  I  must  be  taken  for  the 
taxable  year  in  which  "  paid  or  accrued  "  or  ^  paid  or  incurred," 
unless  in  order  clearly  to  reflect  the  income  such  deductions  or  credits 
should  be  taken  as  of  a  different  period.  If  a  taxpayer  desires  to 
claim  a  deduction  or  a  credit  as  of  a  period  other  than  the  period  in 
which  it  was  "  paid  or  accrued  "  or  "  paid  or  incurred,"  he  shall 
attach  to  his  return  a  statement  setting  forth  his  request  for  con- 
sideration of  the  case  by  the  Commissioner  together  with  a  complete 
statement  of  the  facts  upon  which  he  relies.  However,  in  his  income 
tax  return  he  shall  take  the  deduction  or  credit  only  for  the  taxable 
period  in  which  it  was  actually  "paid  or  incurred,"  or  "paid  or 
accrued,"  as  the  case  may  be.  Upon  the  audit  of  the  return,  the 
Commissioner  will  decide  whether  the  case  is  within  the  exception 
provided  by  the  Act,  and  the  taxpayer  wiU  be  advised  as  to  the 
period  for  which  the  deduction  or  credit  is  properly  allowable. 

Abt.  342.  Wken  charges  deductible.— Each  year's  return,  so  far  as 
practicable,   both   as  to  gross  income  and   deductions  therefrom, 
should  be  complete  in  itself,  and  taxpayers  are  expected  to  make 
every  reasonable  effort  to  ascertain  the  facts  necessary  to  make  a 
correct  return.    The  expenses,  Uabilities,  or  deficit  of  one  year  can 
not  be  used  to  reduce  the  income  of  a  subsequent  year.     (But  see 
section  117  and  articles  651-656.)     A  taxpayer  has  the  right  to 
deduct  all  authorized  aUowances,  and  it  follows  that  if  he  does  not 
^ithm  any  year  deduct  certain  of  his  expenses,  losses,  interest,  texes, 
or  other  charges,  he  can  not  deduct  them  from  the  income  of  the  next 
or  any  succeeding  year.    It  is  recognized,  however,  that  particularly 
in  a  gomg  business  of  any  magnitude  there  are  certain  overlapping 
Items  both  of  income  and  deduction,  and  so  long  as  these  overlapping 
Items  do  not  materially  distort  the  income  they  may  be  included  in 
the  year  in  which  the  taxpayer,  pursuant  to  a  consistent  policy,  takes 
them  mto  his  accounts.    Judgments  or  other  binding  adjudications, 
such  as  decisions  of  referees  and  boards  of  review  under  workmen's 
compensation  laws,  on  account  of  damages  for  patent  infringement, 
l>ersonal  injuries,  or  other  cause,  are  deductible  from  gross  income 
when  the  ckim  is  so  adjudicated  or  paid,  unless  taken  under  other 
methods  of  accounting  which  clearly  reflect  the  correct  deduction,  less 
any  amount  of  such  damages  as  may  have  been  compensated  for  by 
insuranee  or  otherwise.    If  subsequent  to  its  occurrence,  however,  a 
taxpayer  first  ascertains  the  amount  of  a  loss  sustained  during  a  prior 
taxable  year  which  has  not  been  deducted  from  gross  income,  he  may 
render  an  amended  return  for  such  preceding  taxable  year  including 
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such  amount  of  loss  in  the  deductions  from  gross  income  and  may 
file  a  claim  for  refund  of  the  excess  tax  paid  by  reason  of  the  failure 
to  deduct  such  loss  in  the  original  return.    (See  section  322  and  arti-  &* 
cles  1251-1257.)    A  loss  from  theft  or  embezzlement  occurring  in  one  ' 
year  and  discovered  in  another  is  ordinarily  deductible  for  the  year 
in  which  sustained. 

SEC.  44.  INSTALLMENT  BASIS.  >  , 

(a)  Dealers  in  personal  property. — ^Under  regnlatlons  prescribed  by        "^ 
the  Commissioner  with  the  approval  of  the  Secretary,  a  person  who 
regularly  seUs  or  otherwise  disposes  of  personal  property  on  the  install- 
ment plan  may  return  as  income  therefrom  in  any  taxable  year  that  / 
proportion  of  the  installment  payments  actuaUy  received  in  that  year 

which  the  gross  profit  realized  or  to  be  realized  when  payment  is  ^ 

completed,  bears  to  the  total  contract  price.  ,^ 

(b)  Sales  of  realty  and  caioal  sales  of  personalty. — tn  the  case  (1)  of 
a  casual  sale  or  other  casual  disposition  of  personal  property  (other 
than  property  of  a  kind  which  would  properly  be  included  in  the 
inventory  of  the  taxpayer  if  on  hand  at  the  close  of  the  taxable 
year),  for  a  price  exceeding  $1,000,  or  (2)  of  a  sale  or  other  disposition 
of  real  property,  if  in  either  case  the  initial  payments  do  not  exceed 
40  per  centum  of  the  selling  price,  the  income  may,  under  regulations 
prescribed  by  the  Ck)mmissioner  with  the  approval  of  the  Secretary, 
be  returned  on  the  basis  and  in  the  manner  above  prescribed  in  this 
section.  As  used  in  this  section  the  term  "  initial  payments  "  means  the 
payments  received  in  cash  or  property  other  than  evidences  of  indebted- 
ness of  the  purchaser  during  the  taxable  period  in  which  the  sale  or 
other  disposition  is  made. 

(c)  Change  from  accrual  to  installment  basis. — ^If  a  taxpayer  entitled 
to  the  benefits  of  subsection  (a)  elects  for  any  taxable  year  to  report 
his  net  income  on  the  installment  basis,  then  in  computing  his  income 
for  the  year  of  change  or  any  subsequent  year,  amounts  actually  re* 
ceived  during  any  such  year  on  account  of  sales  or  other  dispositions 
of  property  made  in  any  prior  year  shaU  not  be  excluded. 

(d)  Gain  or  loss  upon  disposition  of  installment  obligations. — ^If  an 
installment  obligation  is  satisfied  at  other  than  its  face  value  or  dis- 
tributed, transmitted,  sold,  or  otherwise  disposed  of,  gain  or  loss  shaU 
result  to  the  extent  of  the  difference  between  the  basis  of  the  obliga- 
tion and  (1)  in  the  case  of  satisfaction  at  other  than  face  value  or  a 
sale  or  exchange — ^the  amount  realized,  or  (2)  in  case  of  a  distribution, 
transmission,  or  disposition  otherwise  than'  by  sale  or  exchange — ^the 
fair  market  value  of  the  obligation  at  the  time  of  such  distribution, 
transmission,  or  disposition.  The  basis  of  the  obligation  shaU  be  the 
excess  of  the  face  value  of  the  obligation  over  an  amount  equal  to  the 
income  which  would  be  returnable  were  the  obUgation  satisfied  in  fulL 

Abt.  351.  Sale  of  persoiiAl  property  on  installment  plan. — ^Dealers  in 
personal  property  ordinarily  sell  either  for  cash  or  on  the  personal 
credit  of  the  purchaser  or  on  the  installment  plan.    Dealers  who 
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sell  on  the  installment  plan  usually  adopt  one  of  four  ways  of  pro- 
tecting themselves  in  case  of  default-* 

(a)  By  an  agreement  that  title  is  to  remain  in  the  vendor  until 
the  purchaser  has  completely  performed  his  part  of  the  transaction ; 

(b)  By  a  form  of  contract  in  which  title  is  conveyed  to  the  pur- 
chaser immediately,  but  subject  to  a  lien  for  the  unpaid  portion  of 
the  selling  price; 

(c)  By  a  present  transfer  of  title  to  the  purchaser,  who  at  the 
same  time  executes  a  reconveyance  in  the  form  of  a  chattel  mortgage 
to  the  vendor;  or 

{d)  By  conveyance  to  a  trustee  pending  performance  of  the  con- 
tract and  subject  to  its  provisions. 

The  general  purpose  and  effect  being  the  same  in  all  of  these  cases, 
the  same  rule  is  uniformly  applicable.  The  general  rule  prescribed 
is  that  a  person  who  regularly  sells  or  otherwise  disposes  of  personal 
property  on  the  installment  plan,  whether  or  not  title  remains  in  the 
vendor  until  the  property  is  fully  paid  for,  may  return  as  income 
therefrom  in  any  taxable  year  that  proportion  of  the  installment  pay- 
ments actually  received  in  that  year  which  the  total  or  gross  profit 
(that  is,  sales  less  cost  of  goods  sold)  realized  or  to  be  realized  when 
the  property  is  paid  for,  bears  to  the  total  contract  price.  Thus 
the  income  of  a  dealer  in  personal  property  on  the  installment 
plan  may  be  ascertained  by  taking  as  income  that  proportion 
of  the  total  payments  received  in  the  taxable  year  from  install- 
ment sales  (such  payments  being  allocated  to  the  year  against 
the  sales  of  which  they  apply)  which  the  total  or  gross  profit 
realized  or  to  be  realized  on  the  total  installment  sales  made  during 
each  year  bears  to  the  total  contract  price  of  all  such  sales  made  dur- 
ing that  respective  year.  No  payments  received  in  the  taxable  year 
shall  be  excluded  in  computing  the  amount  of  income  to  be  returned 
on  the  ground  that  they  were  received  under  a  sale  the  total  pr<^t 
from  which  was  returned  as  income  during  a  taxable  year  or  years 
prior  to  the  change  by  the  taxpayer  to  the  installment  basis  of  re- 
turning income.  But  in  the  case  of  any  taxpayer  who,  by  an  original 
return  made  prior  to  February  26,  1926,  changed  the  method  of 
reporting  his  net  income  for  the  taxable  year  1924  or  any  prior  tax- 
able year  to  the  installment  basis,  see  section  705.  Deductible  items 
are  not  to  be  allocated  to  the  years  in  which  the  profits  from  the  sales 
of  a  particular  year  are  to  be  returned  as  income,  but  must  be  de- 
ducted for  the  taxable  year  in  which  the  items  are  paid  or  incurred 
or  paid  or  accrued,  as  provided  by  sections  43  and  48.  A  dealer 
who  desires  to  compute  his  income  on  the  installment  basis  shall 
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maintain  books  of  account  in  such  a  manner  as  to  enable  an  accurate 
computation  to  be  made  on  such  basis  in  accordance  with  the  provi- 
sions of  this  article. 

In  the  case  of  a  casual  sale  or  other  casual  disposition  of  personal 
property  other  than  property  of  a  kind  which  would  properly  be 
included  in  the  inventory  of  the  taxpayer  if  on  hand  at  the  close  of 
the  taxable  year,  for  a  price  exceeding  $1,000,  income  may  be  re- 
turned on  the  installment  basis  provided  the  payments  received  in 
cash  or  property  other  than  evidences  of  indebtedness  of  the  pur- 
chaser during  the  taxable  year  in  which  the  sale  or  other  disposition 
is  made  do  not  exceed  40  per  cent  of  the  selling  price. 

If  for  any  reason  the  purchaser  defaults  in  any  of  his  payments, 
and  the  vendor  returning  income  on  the  installment  basis  repossesses 
the  property,  the  entire  amount  received  in  installment  payments 
and  retained  by  the  vendor,  less  the  sum  of  the  profits  previously 
returned  as  income  and  an  amount  representing  proper  allowance 
for  damage  and  use,  if  any,  will  be  income  of  the  vendor  for  the  year 
in  which  the  property  is  repossessed,  and  the  property  repossessed 
must  be  carried  on  the  books  of  the  vendor  at  its  original  cost,  less 
proper  allowance  for  damage  and  use,  if  any. 

If  the  vendor  chooses  as  a  matter  of  consistent  practice  to  return 
the  income  from  installment  sales  on  the  straight  accrual  or  cash 
receipts  and  disbursements  basis,  such  a  course  is  permissible. 

If  an  installment  obligation  is  satisfied,  or  otherwise  disposed  of, 
gain  or  loss  may  result  therefrom  and  must  be  determined  in  accord- 
ance with  section  44  (d)  and  article  355. 

Art.  352.  Sale  of  real  property  involving  deferred  payments. — ^Under 
section  44  deferred-payment  sales  of  real  property  fall  into  two 
classes  when  considered  with  respect  to  the  terms  of  sale,  as  follows : 

(1)  Sales  of  property  on  the  installment  plan,  that  is,  sales  in 
which  the  payments  received  in  cash  or  property  other  than  evidences 
of  indebtedness  of  the  purchaser  during  the  taxable  year  in  which 
the  sale  is  made  do  not  exceed  40  per  cent  of  the  selling  price. 

(2)  Deferred-payment  sales  not  on  the  installment  plan,  that  is, 
sales  in  which  the  payments  received  in  cash  or  property  other  than 
evidences  of  indebtedness  of  the  purchaser  during  the  taxable  year  in 
which  the  sale  is  made  exceed  40  per  cent  of  the  selling  price. 

Sales  falling  within  class  (1)  and  class  (2)  alike  include  {a) 
agreements  of  purchase  and  sale  which  contemplate  that  a  convey- 
ance is  not  to  be  made  at  the  outset,  but  only  after  all  or  a  substantial 
portion  of  the  selling  price  has  been  paid,  and  (5)  sales  where  there 
is  an  immediate  transfer  of  title,  the  vendor  being  protected  by  a 
mortgage  or  other  lien  as  to  deferred  payments. 
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In  the  sale  of  mortgaged  property  the  amount  of  the  mortgage, 
whether  the  property  is  merely  taken  subject  to  the  mortgage  or 
whether  the  mortgage  is  assumed  by  the  purchaser,  shall  be  included 
us  a  part  of  the  "  selling  price,"  but  the  amount  of  the  mortgage,  to 
the  e3rt;ent  it  does  not  exceed  the  basis  to  the  vendor  of  the  property 
sold,  shall  not  be  considered  as  a  part  of  the  "  initial  payments  "  or 
of  liie  "  total  contract  price,"  as  those  terms  ^rre  used  in  section  44, 
in  articles  S61  and  353,  and  in  this  article.  Commissions  and  other 
selling  expenses  paid  or  incurred  by  the  vendor  are  not  to  be  deducted 
or  taken  into  account  in  determining  the  amount  of  the  "  initial 
payments,"  the  "total  contract  price,"  or  the  "  selling  price." 

Akt.  353.  Sale  of  real  property  on  installinent  plan. — In  transactions 
included  in  class  (1)  in  article  352  the  vendor  may  return  as  income 
from  such  transactions  in  any  taxable  year  that  proportion  of  the 
installment  payments  actually  received  in  that  year  which  the  total 
profit  realized  or  to  be  realized  when  the  property  is  paid  for  bears 
to  the  total  contract  price. 

If  for  any  reason  the  purchaser  defaults  in  any  of  his  payments, 
and  the  vendor  returning  income  on  the  installment  basis  repossesses 
the  property,  the  entire  amount  received  in  installment  payments 
and  retained  by  the  vendor,  less  the  sum  of  the  profits  previously  re- 
turned as  income  and  an  amount  representing  proper  adjustment  for 
exhaustion,  wear  and  tear,  obsolescence,  amortization,  and  depletion 
of  the  property  while  in  the  hands  of  the  purchaser,  will  be  income 
of  the  vendor  for  the  year  in  which  the  property  is  repossessed,  and 
the  basis  of  the  property  in  the  hands  of  the  vendw  will  be  the 
original  basis  at  the  time  of  the  installment  sale. 

If  the  vendor  chooses  as  a  matter  of  consistent  practice  to  return 
the  income  from  installment  sales  on  the  straight  accrual  or  cash 
receipts  and  disbursements  basis,  such  a  course  is  permissible,  and 
the  sales  will  be  treated  as  deferred-payment  sales  not  on  the  install- 
ment plan. 

Abt.  354.  Beferred-payment  sale  of  real  property  not  on  installment 
pkn.— In  transactions  included  in  class  (2)  in  article  352,  the  obliga- 
tions of  the  purchaser  received  by  the  vendor  are  to  be  considered 
as  the  equivalent  of  cash  to  the  amount  of  their  fair  market  value 
in  ascertaining  the  profit  or  loss  from  the  transaction. 

If  the  vendor  had  retained  title  to  the  property  and  the  purchaser 
defaults  in  any  of  his  payments,  and  the  vendor  repossesses  the 
property  by  agreement  or  process  of  law,  the  difference  between  (1) 
the  entire  amount  of  the  payments  actually  received  on  the  contract 
and  retained  by  the  vendor  and  (2)  the  sum  of  the  profits  previously 
returned  as  income  in  connection  therewith  and  an  amount  repre- 
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senting  proper  adjustment  for  exhaustion,  wear  and  tear,  obsoles- 
cence, amortization,  and  depletion  of  the  property  while  in  the  hands 
of  the  purchaser,  will  constitute  gain  or  loss,  as  the  case  may  be,  to 
the  vendor  for  the  year  in  which  the  property  is  repossessed,  and  the 
basis  of  the  property  in  the  hands  of  the  vendor  will  be  the  original 
basis  at  the  time  of  the  sale.  If  the  vendor  had  previously  trans- 
ferred title  to  the  purchaser,  and  the  purchaser  defaults  in  any  of 
his  payments  and  the  vendor  reacquires  the  property,  such  repos- 
session shall  be  regarded  as  a  transfer  by  the  vendor,  in  exchange  for 
the  property,  of  such  of  the  purchaser's  obligations  as  are  applied  by 
the  vendor  to  the  purchase  or  bid  price  of  the  property.  Such  an 
exchange  will  be  regarded  as  having  resulted  iu  the  realization  by 
the  vendor  of  gain  or  loss,  as  the  case  may  be,  for  the  year  of  repos- 
session, measured  by  the  difference  between  the  fair  market  value  of 
the  property  and  the  basis  in  the  hands  of  the  vendor  of  the  obliga- 
tions of  the  purchaser  (generally,  the  fair  market  value  thereof 
which  was  previously  recognized  in  computing  income)  which  were 
applied  by  the  vendor  to  the  purchase  or  bid  price  of  the  property. 
The  fair  market  value  of  the  property  shall  be  presumed  to  be  the 
amount  for  which  it  is  bid  in  by  the  vendor  in  the  absence  of  clear 
and  convincing  proof  to  the  contrary.  If  the  property  so  acquired 
is  subsequently  sold,  the  basis  for  determining  gain  or  loss  is  the 
fair  market  value  of  the  property  at  the  date  of  acquisition. 

If  the  obligations  received  by  the  vendor  have  no  fair  market 
value,  the  payments  ia  cash  or  other  property  having  a  fair  market 
value  shall  be  applied  against  and  reduce  the  basis  of  the  property 
sold,  and,  if  in  excess  of  su^  basis,  shall  be  taxable  to  the  extent  of 
the  excess.  Gain  or  loss  is  realized  when  the  obligations  are  disposed 
of  or  satisfied,  the  amount  being  the  difference  between  the  reduced 
basis  as  provided  above  and  the  amount  realized  therefor.  Only  in 
rare  and  extraordinary  cases  does  property  have  no  fair  market  value. 

Art.  355.  Gain  or  loss  upon  disposition  of  installment  obligations.— 
If  an  installment  obligation  is  satisfied  at  other  than  its  face  value 
or  is  sold  or  exchanged,  gain  or  loss  results  to  the  extent  of  the  dif- 
ference between  (1)  the  excess  of  the  face  value  of  the  obligation 
over  the  amount  of  income  which  would  be  returnable  were  the 
obUgation  satisfied  in  fuU  and  (2)  the  amount  realized  upon  such 
disposition. 

If  an  installment  obligation  is  distributed,  transmitted,  or  disposed 
of  otherwise  than  by  sale  or  exchange,  gain  or  loss  results  to  the 
extent  of  the  difference  between  (1)  the  excess  of  the  face  value  of  the 
obligation  over  the  amount  of  income  which  would  be  returnable  were 
the  obligation  satisfied  in  full  and   (2)  the  fair  market  value  of 
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the  obligatioii  at  the  time  of  such  distribution,  transmission,  or 
disposition. 

The  entire  amomit  of  gain  or  loss  resulting  from  the  disposition 
or  satisfaction  of  installment  obligations  shall  be  recognized  except 
as  provided  in  section  112  and  articles  671-580. 

Example  (!) :  In  1028  the  M  Corporation  sold  a  piece  of  real  estate 
to  B  for  $20,000.  The  company  acquired  the  property  subsequent  to 
February  28,  1013,  at  a  cost  of  $10,000.  During  1928  the  company 
received  $5,000  cash  and  the  vendee's  notes  for  the  remainder  of  the 
selling  price,  or  $16,000,  payable  in  subsequent  years.  Before  the 
vendee  made  any  further  payments  the  company  sold  the  notes  for 
$13,000  in  cash.  The  c(»npany  derived  taxable  income  in  the  amount 
of  $5,500  from  the  sale  of  the  notes,  computed  as  follows : 

Proceeds  of  sale  of  notes $13,  OOO 

Mling  price  of  property |20, 000 

Ooit  of  iH^pOTty ■„ , 10, 000 


l^tal  profit  to  be  realized  when  pnq^ierty  Is 

paid  Dor ^ 10,  OOO 

*ltal  contract  price 20,000 

Per  cent  of  profit,  or  proportion  of  each  payment  ro« 
toraable  as  income^  flO^OOO  diytded  by  120^000,  50 
percent 
IVice  value  of  notes 


|15t000 


Amount  of  Income  retnmaMe  were  the  notes  satlafied  in  fau, 
60  per  cent  of  116,000 7, 600 

SkWBB  of  face  value  of  note  over  amonnt  of  income  retamaUe  were 
the  notes  satisfied  in  full ,.  ., 


Ml^ 


7,500 


Taxable  income  derived  from  sale  of  notes 6, 500 

Emamiple  (2) :  Suppose  in  the  example  given  above  the  M  Corpora- 
tion, instead  of  selling  the  notes,  distributed  them  to  its  shareholders 
as  a  dividend,  and  at  the  time  of  such  distribution  the  fair  market 
value  of  the  notes  was  $14,000.  The  company  would  derive  taxable 
income  in  the  amount  of  $6,500  from  such  disposition  of  the  notes, 
computed  as  foUows: 

ITalr  market  value  of  notes $14,  ooO 

Excess  of  face  value  of  notes  over  amount  of  Income  returnable  were 
the  notes  satisfied  in  full  (computed  as  in  example  (1) ) 7, 500 


Taxable  income  derived  from  disposition  of  notes %  600 

SXC.  45.  ALLOCATION  OF  INCOME  AND  DEDUCTIONS. 

In  any  case  of  two  or  more  trades  or  businesses  (whether  or  not 
Incorporated,  whether  or  not  organized  in  the  United  States,  and 
wlietlier  or  not  affiliated)  onaed  or  controUed  directly  or  indirectly 
by  the  same  interests,  the  Commissioner  is  authorized  to  distribute, 
aiqportion,  or  allocate  gross  income  or  deductions  between  or  among 
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such  trades  or  businesses,  if  he  determines  that  such  distribution, 
apportionment,  or  allocation  is  necessary  in  order  to  prevent  evasion 
of  taxes  or  clearly  to  refiect  the  income  of  any  of  such  trades  or  busi- 
nesses. 
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SEC.  46.  CHANGE  OF  ACCOUNTING  PERIOD. 

If  a  taxpayer  changes  his  accounting  period  from  fiscal  year  to  calen- 
dar year,  from  calendar  year  to  fiscal  year,  or  from  one  fiscal  year  to 
another,  the  net  income  shall,  with  the  approval  of  the  Commissioner, 
be  computed  on  the  basis  of  such  new  accounting  period,  subject  to  the 
provisions  of  section  47. 

Art.  361.  Change  in  accoTmting  period.— If  a  taxpayer  changes  his 
accounting  period  he  shall,  prior  to  the  expiration  of  30  days  from 
the  close  of  the  proposed  period  for  which  a  return  would  be  required 
to  effect  the  change,  furnish  to  the  collector,  for  transmission  to  the 
Commissioner,  the  information  required  on  Form  1128.  The  due 
date  of  the  separate  return  for  such  period  is  the  fifteenth  day  of 
the  third  month  following  the  close  of  that  period.  If  the  change 
m  the  basis  of  computing  the  net  income  of  the  taxpayer  is  approved 
by  the  Commissioner,  the  taxpayer  shall  thereafter  make  his  returns 
and  compute  his  net  income  upon  the  basis  of  the  new  accounting 
period.     (See  section  47  and  article  371.) 

SEC.   47.  RETURNS   FOR  A  PERIOD    OF   LESS   THAN   TWELVE 
MONTHS. 

(a)  Returns  for  short  period  resulting  from  change  of  accounting 
period.— If  a  taxpayer,  with  the  approval  of  the  Commissioner,  changes 
the  basis  of  computing  net  income  from  fiscal  year  to  calMidar  year  a 
separate  return  shall  be  made  for  the  period  between  the  close  of  the 
last  fiscal  year  for  which  return  was  made  and  the  following  December 
31.  If  the  change  is  from  calendar  year  to  fiscal  year,  a  separate 
return  shall  be  made  for  the  period  between  the  close  of  the  last  calen- 
dar year  for  which  return  was  made  and  the  date  designated  as  the 
close  of  the  fiscal  year.  If  the  change  is  from  one  fiscal  year  to  another 
fiscal  year  a  separate  return  shall  be  made  for  the  period  between  the 
close  of  the  former  fiscal  year  and  the  date  designated  as  the  close 
of  the  new  fiscal  year. 

(b)  Income  computed  on  basis  of  short  period.— Where  a  separate 
return  is  made  under  subsection  (a)  on  account  of  a  change  in  the 
accounting  period,  and  in  aU  other  cases  where  a  separate  return  is 
required  or  permitted,  by  regulations  prescribed  by  the  Commissions 
with  the  approval  of  the  Secretary,  to  be  made  for  a  fractional  part 
of  a  year,  then  the  income  shall  be  computed  on  the  basis  of  the  period 
for  which  separate  return  is  made. 

(c)  Income  placed  on  annual  basis.— If  a  separate  return  is  made 
under  subsection  (a)  on  account  of  a  change  in  the  accounting  period, 
the  net  income,  computed  on  the  basis  of  the  period  for  which  sepa- 
rate return  is  made,  shaU  be  placed  on  an  annual  basis  by  multiplying 
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tlie  amount  thereof  by  twelve  and  diyldlng  by  the  nnmber  of  months 
Included  In  the  period  for  which  the  separate  retnrn  is  made.  The  tax 
■haU  be  such  part  of  the  tax  computed  on  snch  annual  basis  as  the 
nnmber  of  months  in  snch  period  is  of  twelve  months. 

(d)  Capital  net  gains  and  losses— earned  Income.— The  Commissioner 
with  the  approval  of  the  Secretary  shall  by  regulations  prescribe  the 
method  of  applying  the  provisions  of  subsections  (b)  and  (c)  (relating 
to  computing  income  on  the  basis  of  a  short  period,  and  placing  snch 
income  on  an  annual  basis)  to  cases  where  the  taxpayer  makes  a  sepa- 
rafte  return  under  subsection  (a)  on  account  of  a  change  in  the  account- 
ing period,  and  it  appears  that  for  the  period  for  which  the  return  Is 
so  made  he  has  derived  a  capital  net  gain,  or  sustained  a  capital  net 
losis,  or  received  earned  income. 

(c)  Eednction  of  credits  against  net  income. — ^In  the  case  of  a  return 
made  for  a  fractional  part  of  a  year,  except  a  return  made  under  sub- 
section (a),  on  account  of  a  change  in  the  accounting  period,  the 
personal  exemption  and  credit  for  dependents,  and  the  specific  credit 
for  corporations,  shall  be  reduced  respectively  to  amounts  which  bear 
the  same  ratio  to  the  full  credits  provided  as  the  number  of  months 
In  the  period  for  which  return  is  made  bears  to  twelve  months. 

(f)  Closing  of  taxable  year  in  case  of  jeopardy.— For  closing  of  tax- 
able year  in  case  of  jeopardy,  see  section  147. 

Abt.  371.  Ketnrns  for  periods  of  less  titan  12  moittiis.— No  retam 
can  be  made  for  a  period  of  more  than  12  months.  A  separate 
return  for  a  fractional  part  of  a  year  is  therefore  required  wherever 
there  is  a  change,  with  the  approval  of  the  Commissioner,  in  the  basis 
of  computing  net  income  from  one  taxable  year  to  another  taxable 
year.  The  periods  to  be  covered  by  such  separate  returns  in  the 
several  cases  are  stated  in  the  Act.  The  requirements  with  respect 
to  the  filing  of  a  separate  return  and  the  payment  of  tax  for  a  part 
of  a  year  are  the  same  as  for  the  filing  of  a  return  and  the  payment 
of  tax  for  a  full  taxable  year  closing  at  the  same  time.  (See  sections 
53  and  56  and  articles  401-404, 431,  and  746.)  The  tax  on  net  income 
computed  on  the  basis  of  the  period  for  which  a  separate  return 
is  made  shall  be  paid  thereon  at  the  rate  for  the  calendar  year  in 
which  such  period  is  included.  Where  a  return  is  made  for  a  frac- 
tional part  of  a  year,  except  where  a  return  is  made  for  a  period 
of  less  than  12  months  by  reason  of  a  change  in  accounting  period, 
the  personal  exemption  and  credit  for  dependents,  and  the  credit  of 
$3,000  allowed  a  domestic  corporation  having  a  net  income  not  ex- 
ceeding $25,000,  shall  be  reduced  to  that  proportion  of  the  full  credit 
which  the  number  of  months  in  the  period  for  which  the  return  is 
made  bears  to  12  months* 

In  case  of  a  change  in  accounting  period  the  net  income  computed 
on  the  return  for  the  fractional  part  of  a  year  shall  be  placed  on  an 
annual  basis  and  the  tax  computed  as  provided  in  section  47  (c). 
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Where  the  net  income  of  a  corporation  is  placed  on  an  annual  basis, 
the  amount  of  the  net  income  after  being  placed  on  such  basis 
determines  whether  the  credit  of  $3,000  is  allowable. 

Example  (1):  The  income  tax  of  a  citizen  of  the  United  States 
entitled  to  a  personal  exemption  of  $3,500,  making  a  return  for  a 
six-months  period  by  reason  of  a  change  in  accounting  period,  and 
having  a  net  income  of  $10,000  for  such  six-months  period,  of  which 
$5,000  is  earned  net  income,  is  $406.87,  computed  as  follows : 

Net  income- $10,000. 00 

Multiplied  by  12 ^gO.  000. 00 

Divided  by  6 20,  000.  00 

Subtracting  exemption  of  $3,500 ^^ jg]  500  oq 

Normal  tax  on  $16,500 ^^5  q^ 

Surtax  on  $20,000 "IIIIIIIIIZI  220  00 

Total 825.00 

Divided  by  2 412!^ 

Less  credit  for  earned  income 5  ^ 

Amount  of  tax _  ^^^  ^ 

Example  (2):  The  income  tax  of  a  domestic  corporation  making 
a  return  for  a  six-months  period  by  reason  of  a  change  in  accounting 
period,  and  having  a  net  income  of  $10,000  for  such  six-months 
period,  is  $1,020,  computed  as  follows : 

Net  income _  gj^«  ^wy. 

Multiplied  by  12 i """"""IIII""  120  000 

Divided  by  6 "_  ""    2o[  000 

Subtracting  credit  of  $3,000  (aUowable  because  net  income  placed  on 

annual  basis  does  not  exceed  $25,000) _  17  qqq 

Tax  on  $17,000  at  12  per  cent I__~III.Iiri      2  040 

Amount  of  tax  ($2,040-^-2) ~ ~~  1  (Xify 

The  return  of  a  decedent  or  of  his  estate  for  the  year  in  which 
he  died  is  a  return  for  12  months  and  not  for  a  fractional  part  of 
a  year. 

SEC.  48.  DEFINITIONS. 

When  used  in  this  titie— 

(a)  Taxable  year.— " Taxable  year"  means  the  calendar  year,  or  the 
fiscal  year  ending  during  such  calendar  year,  upon  the  basis  of  which 
the  net  income  is  computed  under  this  Part.  "  Taxable  year  "  includes, 
in  the  case  of  a  return  made  for  a  fractional  part  of  a  year  under  the 
provisions  of  this  title  or  under  regulations  prescribed  by  the  Commis- 
sioner with  the  approval  of  the  Secretary,  the  period  for  which  such 
return  is  made.  The  first  taxable  year,  to  be  caUed  the  taxable  year 
1928,  shall  be  the  calendar  year  1928  or  any  fiscal  year  ending  during 
the  calendar  year  1928. 
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(h}  ViMtl  year.— **  Fiscal  year"  means  an  acoonnting  period  of 
twelTe  months  ending  on  tbe  lasfc  day  of  any  month  other  than 
December. 

(c)  Paid,  inearred,  aeenied.~Tfae  tenns  "paid  or  incurred"  and 
"paid  or  accmed"  shall  be  constmed  according  to  the  method  of 
accounting  upon  the  basis  of  which  the  net  income  is  computed  under 
this  Part. 


FABT  Y—^JRnmNB  Aim  PATMEIfT  OT  TAX 

SBC  51.  INDIVIDUAL  RETURNS. 

(a)  BcQuirement— The  following  individuals  shall  each  make  under 
oath  a  return  stating  specifically  the  items  of  his  gross  income  and  the 
deductions  and  credits  allowed  under  this  title-— 

(1)  Every  individual  having  a  net  income  for  the  taxable  3rear 
of  11,500  or  over.  If  single^  or  If  married  and  not  living  with 
hushand  or  wife; 

(2)  Every  individual  having  a  net  Income  for  the  taxable  year 
iif  ISJMX)  or  over,  if  married  and  living  with  husband  or  wife ;  and 

(»)  Every  individual  having  a  gross  income  for  the  taxable  year 
of  $5,000  or  over,  regardless  of  the  amount  of  his  net  income, 
(h)  Hmsband  and  wife. — If  a  husband  and  wife  living  together  have 
an  aggregate  net  income  for  the  taxable  year  of  $3,500  or  over,  or  an 
aggregate  gross  Income  fmr  such  year  of  $5,000  or  over— 

(1)  Each  shall  make  such  a  return,  or 

(2)  The  income  of  each  shall  be  included  in  a  single  joint 
return,  in  which  case  the  tax  shall  be  computed  on  the  aggregate 
income. 

C«)  Persons  under  ditabllity.— If  the  taxpayer  is  unable  to  make  his 
own  return,  the  return  shall  be  made  by  a  duly  authorized  agent  or  by 
the  guardian  or  other  person  dbarged  with  the  care  of  the  person  or 
property  of  such  taxpayer. 

(d)  Piduciarics.— For  returns  to  be  made  by  fiduciaries,  see  section 

AiT.  381.  ladiTidiial  rctuniB.— For  each  taxable  year  every  single 
person  and  every  married  person  not  living  with  husband  or  wife, 
whose  gross  income  as  defined  in  sections  22  and  116  is  $5,000  or  over, 
or  whose  net  income  as  defined  in  section  21  is  $1,500  or  over,  must 
make  a  return  of  income.  The  return  shall  be  for  his  taxable  year, 
whether  calendar  or  fiscal.  Whether  or  not  an  individual  is  the 
head  of  a  family  or  has  dependents  is  immaterial  in  determin- 
ing his  liability  to  render  a  return.  A  husband  and  wife  living 
together  for  the  entire  year  need  make  no  returns  unless  their 
aggregate  gross  income  for  the  taxable  year  is  at  least  $5,000,  or 
their  aggregate  net  income  is  at  least  $3,500.  If  their  aggregate 
net  income  for  the  taxable  year  is  $3,500  or  more,  or  their  aggre- 
gate gross  income  is  $5,000  or  more,  either  each  must  make  a  return, 
or  the  income  of  each  must  be  included  in  a  single  joint  return.  A 
husband  and  wife  living  together  for  a  period  which  is  less  than  the 
Art.  381  {  51 
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entire  taxable  year  must  make  a  return  or  returns  if  their  aggregate 
gross  income  for  the  taxable  year  is  $5,000  or  more,  or  their  aggregate 
net  income  is  equal  to,  or  in  excess  of,  the  credit  allowed  them  by 
section  25  (e)  (2).     (See  article  295.)    Where  the  income  of  each  is 
mcluded  in  a  single  joint  return,  the  tax  is  computed  on  the  aggre- 
gate income  and  all  deductions  and  credits  to  which  either  is  entitled 
shall  be  taken  from  such  aggregate  income.     The  husband  shall 
mclude  in  his  return  the  income  derived  from  services  rendered  by 
the  wife  or  from  the  sale  of  products  of  her  labor  if  she  does  not 
file  a  separate  return  or  join  with  him  in  a  return  setting  forth  her 
income  separately.     A  joint  return  of  husband  and  wife  may  be 
filed  only  if  they  were  living  together  at  the  close  of  their  taxable 
year.    Where  one  spouse  dies  prior  to  the  last  day  of  the  taxable 
year,  the  surviving  spouse  should  not  include  the  income  of  the 
deceased  spouse  in  a  joint  return  for  such  taxable  year.    For  returns 
by  fiduciaries,  see  section  143  and  articles  741-746;  by  partnerships 
see  section  189  and  articles  941  and  942;  and  by  nonresident  alien 
individuals,  see  section  217  and  article  1081.     See  also  section  53  and 
articles  401-404. 

Art.  382.  Form  of  return.— The  return  shall  be  on  Form  1040,  ex- 
cept that  it  may  be  on  short  Form  1040  A  where  the  net  income  does 
not  exceed  $5,000,  and  is  derived  chiefly  from  salaries  and  wages. 
The  forms  may  be  had  from  the  collectors  of  the  several  distri'cts. 
The  return  may  be  made  by  an  agent  when,  by  reason  of  ilbiess,  ab- 
sence, or  nonresidence,  the  person  liable  for  the  return  is  unable  to 
make  it,  the  agent  assuming  the  responsibility  lor  making  the  return 
and  incurring  liability  for  the  penalties  provided  for  ©rttoeous, 
false,  or  fraudulent  returns. 

Art.  383.  Ketum  of  mcome  of  minor.— An  individual  under  the 
statutory  age  of  majority  is  required  to  render  a  return  of  income 
if  he  has  a  net  income  of  his  own  of  $1,500  or  over,  or  a  gross 
income  of  $5,000  or  over,  for  the  taxable  year.  If  he  is  married, 
see  article  381.  If  a  minor  has  been  emancipated  by  his  parent, 
hi^  earnings  are  his  own  income,  and  such  earnings,  regardless  of 
amount,  are  not  required  to  be  included  in  the  return  of  the  parent 
If  the  aggregate  of  the  net  income  of  a  minor  from  any  property 
which  he  possesses,  and  from  any  funds  held  in  trust  for  him  by  a 
trustee  or  guardian,  and  from  his  earnings  in  case  Re  has  been  eman- 
cipated, is  at  least  $1,500,  or  his  gross  income  is  at  least  $5,000,  a  re- 
turn as  in  the  ca^e  of  any  other  individual  must  be  made  by  him  or 
by  his  guardian,  or  some  other  person  charged  with  the  care  of  his 
person  or  property  for  him.     (See  article  742.)     In  the  absence  of 
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proof  to  the  contrary,  a  parent  will  be  assumed  to  have  the  legal 
right  to  the  earnings  of  the  minor  and  must  include  them  in  his 
return. 

Art.  384.  Yeriiaitioii  of  returns. — ^All  income  tax  returns  must  be 
verified  under  oath  or  affirmation.  The  oath  or  affirmation  may  be 
administered  by  any  officer  duly  authorized  to  administer  oaths 
for  general  purposes  by  the  law  of  the  United  States  or  of  any  State, 
Territory,  or  poss^on  of  the  United  States,  wherein  such  oath  is 
administered,  or  by  a  consular  officer  of  the  United  States.  Persons 
in  the  naval  or  military  service  of  the  United  States  may  verify 
their  returns  before  any  official  authorized  to  administer  oaths  for 
the  purposes  of  those  services.  Income  tax  returns  executed  abroad 
may  be  attested  free  of  charge  before  United  States  consular  officers. 
Where  a  foreign  notary  or  other  official  having  no  seal  shall  act  as 
attesting  officer,  the  authority  of  such  attesting  officer  should  be 
certified  to  by  some  judicial  official  or  other  proper  officer  having 
knowledge  of  the  appointment  and  official  character  of  the  attesting 
officer. 

Akt.  S85.  "Use  of  prescribed  forms. — Copies  of  the  prescribed  return 
forms  will  so  far  as  possible  be  furnished  taxpayers  by  collectors.  A 
taxpayer  will  not  be  excused  from  making  a  return,  however,  by  the 
fact  that  no  return  form  has  been  furnished  to  him.  Taxpayers  not 
supplied  with  the  proper  forms  should  make  application  therefor  to 
the  collector  in  ample  time  to  have^  their  returns  prepared,  verified, 
and  filed  with  the  collector  on  or  before  the  due  date.  Each  tax- 
payer should  carefully  prepare  his  return  so  as  fully  and  clearly  to 
set  forth  the  data  therein  called  for.  Imperfect  or  incorrect  returns 
will  not  be  accepted  as  meeting  the  requirements  of  the  Act.  In 
lack  of  a  prescribed  form  a  statement  made  by  a  taxpayer  disclosing 
his  gross  income  and  the  deductions  therefrom  may  be  accepted  as  a 
tentative  return,  and  if  filed  within  the  prescribed  time  a  return  so 
made  will  relieve  the  taxpayer  from  liability  to  penalties,  provided 
that  without  unnecessary  delay  such  a  tentative  return  is  replaced 
by  a  return  made  on  the  proper  form.    (See  further  articles  402-404.) 

SEC.  52.  CORPORATION  RETURNS. 

(a)  Ee^uiremeiit.— Every  corporation  subject  to  taxation  under  this 
title  shall  make  a  return,  stating  specifically  the  items  of  its  gross 
Income  and  the  deductions  and  credits  allowed  by  this  title.  The  return 
■hall  be  sworn  to  by  the  president,  vice  president,  or  other  principal 
officer  and  by  the  treasurer  or  assistant  treasurer.  In  cases  where 
receivers,  trustees  in  bankruptcy,  or  assignees  are  operating  the  prop- 
erty or  business  of  coriMrations,  such  receivers,  trustees,  or  assignees 
shall  make  returns  for  such  corporations  in  the  same  manner  and 
form  as  corporations  are  required  to  make  returns.    Any  tax  due  on 
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the  basis  of  such  returns  made  by  receivers,  trustees,  or  assignees 
shall  be  coUected  in  the  same  manner  as  if  collected  from  the  corpo- 
rations of  whose  business  or  property  they  have  custody  and  control, 
(b)  Consolidated  returns.— For  provision  as  to  consolidated  returns 
of  affiliated  corporations,  see  sections  141  and  142. 

Art.  391.  Corporation  returns.— Every  corporation  not  expressly  ex- 
empt  from  tax  must  make  a  return  of  income,  regardless  of  the 
amount  of  its  net  income.    In  the  case  of  ordinary  corporations, 
the  return  shall  be  on  Form  1120.    For  returns  of  insurance  com- 
panies, see  article  1015;  of  foreign  corporations,  see  section  235; 
and  of  affiliated  corporations,  see  sections  141  and  142  and  articles  711 
and  731.    A  corporation  having  an  existence  during  any  portion  of 
a  taxable  year  is  required  to  make  a  return.    A  corporation  which 
has  received  a  charter,  but  has  never  perfected  its  organization,  which 
has  transacted  no  business  and  had  no  income  from  any  source,  may 
upon  presentation  of  the  facts  to  the  collector  be  relieved  from  the 
necessity  of  making  a  return  so  long  as  it  remains  in  an  unorganized 
condition.    In  the  absence  of  a  proper  showing  to  the  collector  such 
a  corporation  will  be  required  to  make  a  return.    A  corporation 
which  was  dissolved  in  1928  prior  to  the  enactment  of  the  Revenue 
Act  of  1928  is  not  relieved  from  the  necessity  of  rendering  returns 
thereunder  for  any  period  or  periods  of  its  existence  for  which  the 
Act  is  effective.     For  information  returns  by  corporations  relating  to 
profits  of  the  taxable  year  declared  as  dividends,  see  section  149  (b). 
For  verification  of  returns  and  use  of  prescribed  forms,  see  articles 
384  and  385.    Upon  liquidation  or  dissolution  of  a  corporation  there 
shall  be  attached  to  the  final  return  a  statement  showing:  (1)  The 
date  and  manner  of  dissolution,  (2)  the  name  and  address  of  each 
shareholder  at  dissolution  and  the  number  and  par  value  of  the 
shares  of  stock  held  by  each  of  them,  (3)  a  description  and  the  value 
of  the  liquidating  assets  received  by  each  shareholder,  (4)  the  name 
and  address  of  each  individual  or  corporation  other  than  shareholders 
and  creditors,  if  any,  that  received  assets  at  dissolution,  (5)  a  descrip- 
tion and  the  value  of  the  assets  received  by  each  such  individual  or 
corporation,  and  (6)  the  consideration,  if  any,  paid  by  each  of  them 
for  the  assets  received. 

Art.  392.  Ketnms  by  receivers.— Receivers,  trustees  in  dissolution, 
trustees  in  bankruptcy,  and  assignees,  operating  the  property  or 
business  of  corporations,  must  make  returns  of  income  for  such 
corporations  on  Form  1120,  covering  each  year  or  part  of  a  year 
during  which  they  are  in  control.  Notwithstanding  that  the  powers 
and  functions  of  a  corporation  are  suspended  and  that  the  property 
and  business  are  for  the  time  being  in  the  custody  of  the  receiver, 
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trustee,  or  assignee,  subject  to  the  ordei*  of  the  court,  such  receiver, 
trustee,  or  assignee  stands  in  the  place  of  the  corporate  officers  and  is 
required  to  perform  all  the  duties  and  assume  all  the  liabilities  which 
would  devolve  upon  the  officers  of  the  corporation  were  they  in  con- 
trol. (See  sections  274  and  298  and  articles  1191  and  1192.)  A 
receivei*  in  charge  of  only  part  of  the  property  of  a  corporation,  how- 
ever, as  a  receiver  in  mortgage  foreclosure  proceedings  involving 
merely  a  small  portion  of  jts  property,  need  not  make  a  return  of 
income. 

SEC.  53.  TIME  AND  PLACE  FOR  FILING  RETURNS. 

(a)  Time  for  iUiag.— 

(1)  General  bulb.— Returns  made  on  the  basis  of  the  calendar 
year  shall  be  made  on  or  before  the  15th  day  of  March  foUowlng 
the  dose  of  the  calendar  year.  Returns  made  on  the  basis  of  a 
fiscal  year  shaU  be  made  on  or  before  the  15th  day  of  the  third 
month  following  the  close  of  the  fiscal  year. 

(2)  Extension  or  time. — ^The  Commissioner  may  grant  a  reason- 
able extension  of  time  for  filing  returns,  under  such  rules  and 
regulations  as  he  shall  prescribe  with  the  approval  of  the  Secretary. 
Except  in  the  case  of  taxpayers  who  are  abroad,  no  such  extension 
shall  be  for  more  than  six  months. 

(b)  To  whom  return  made. — 

(1)  Individuals.— Returns  (other  than  corporation  returns) 
shaU  be  made  to  the  collector  for  the  district  in  which  is  located  the 
legal  residence  or  principal  place  of  business  of  the  person  making 
the  return,  or,  if  he  has  no  legal  residence  or  principal  place  of 
business  in  the  United  States*  then  to  the  coUector  at  Baltimore, 
Maryland. 

(2)  GoBPtmATiONS. — ^Returns  of  corporations  shaU  be  made  to 
the  coUector  of  the  district  In  which  is  located  the  principal  place 
of  business  or  principal  ofBce  or  agency  of  the  corporation,  or,  if 
it  has  no  principal  place  of  business  or  principal  office  or  agency  in 
the  United  States,  then  to  the  coUector  at  Baltimore,  Maryland. 

Akt.  401.  Time  for  filing  returns. — ^Ketnms  of  income  (except  in  the 
case  of  nonresident  alien  individuals,  as  to  which  see  section  217,  and 
foreign  corporations,  as  to  which  see  section  235)  must  be  made  on  or 
before  the  15th  day  of  the  third  month  following  the  close  of  the  fiscal 
or  calendar  year.  A  corporation  going  into  liquidation  during  any 
taxable  year  may,  upon  the  completion  of  such  liquidation,  prepare 
a  return  for  that  year  covering  its  income  for  the  part  of  the  year 
during  which  it  was  engaged  in  business  and  may  immediately  file 
such  return  with  the  collector. 

Abt.  402.  Eztensioni  of  time  for  illiiig  returns.— It  is  important  that 
the  taxpayer  render  on  or  before  the  due  date  a  return  as  complete 
and  final  as  it  is  possible  for  him  to  prepare.  However,  the  Com- 
missioner is  authorized  to  grant  a  reasonable  extension  of  time  for 
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filing  returns  under  such  rules  and  regulations  as  he  shall  prescribe 
with  the  approval  of  the  Secretary.  Accordingly,  authority  for 
granting  extensions  of  time  for  filing  income  tax  returns  is  hereby 
delegated  to  the  various  collectors  of  internal  revenue.  Application 
for  extensions  of  time  for  filing  income  tax  returns  should  be  ad- 
dressed to  the  collector  of  internal  revenue  for  the  district  in  which 
the  taxpayer  files  his  returns  and  must  contain  a  full  recital  of  the 
causes  for  the  delay.  Except  in  the  case  of  taxpayers  who  are 
abroad,  no  extension  for  filing  income  tax  returns  may  be  granted 
for  more  than  six  months.  For  extensions  of  time  for  payment  of 
tax,  see  sections  56  (c)  and  272  ( j )  and  articles  403,  432,  and  1173. 

Abt.  403.  Extensions  of  time  in  the  case  of  f  oreigfn  organizations,  certain 
domestic  corporations,  and  citizens  of  United  States  residing  or  travelinff 
abroad. — ^An  extension  of  time  for  filing  returns  of  income  for  1928 
and  subsequent  taxable  years  is  hereby  granted  up  to  and  including 
the  fifteenth  day  of  the  sixth  month  following  the  close  of  the  taxable 
year  in  the  case  of : 

(a)  Foreign  partnerships  regardless  of  whether  or  not  they  main- 
tain an  office  or  place  of  business  within  the  United  States; 

(&)  Foreign  corporations  which  maintain  an  office  or  place  of 
business  within  the  United  States; 

((?)  Domestic  corporations  which  transact  their  business  and  keep 
their  records  and  books  of  account  abroad ; 

(d)  Domestic  corporations  whose  principal  income  is  from  sources 
w.ithin  the  possessions  of  the  United  States ;  and 

(e)  American  citizens  residing  or  traveling  abroad,  including  per- 
sons in  military  or  naval  service  on  duty  outside  the  United  States. 

In  all  such  cases  an  affidavit  must  be  attached  to  the  return,  stat- 
ing the  cause  of  the  delay  in  filing. 

An  extension  of  time  for  paying  the  tax  for  such  years  is  also 
granted  up  to  and  including  the  fifteenth  day  of  the  sixth  mcmth 
following  the  close  of  the  taxable  year  in  the  case  of  the  taxpayers 
specified  in  (<?),  (<f),  and  (e).  The  installments  of  tax  which  are 
actually  due  must  be  paid  at  the  time  of  filing  the  return  and  the 
other  installments  shall  be  paid  as  they  fall  due.  Taxpayers  who 
take  advantage  of  this  extension  of  time  for  paying  the  tax  wilj  be 
charged  with  interest  at  the  rate  of  6  per  cent  per  annum  on  the 
first  installment  of  tax  from  the  original  due  date  until  paid.  As  to 
the  date  on  which  tax  shall  be  paid  by  foreign  corporations,  see 
section  236  and  article  1121. 

Abt.  404.  Dne  date  of  return. — ^The  due  date  is  the  date  on  or  before 
which  a  return  is  required  to  be  filed  in  accordance  with  the  pro- 
visions of  the  Act  or  the  last  day  of  the  period  covered  by  an 
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©xtension  of  time  granted  by  the  Commissioner  or  a  collector.  When 
the  due  date  falls  on  Sunday  or  a  legal  holiday,  the  due  date  for  filing 
returns  will  be  the  day  following  such  Sunday  or  legal  holiday.  If 
placed  in  the  mails,  the  returns  should  be  posted  in  ample  time  to 
reach  the  collector's  office,  under  ordinary  handling  of  the  mails,  on 
or  before  the  date  on  which  the  return  is  required  to  be  filed.  If  a 
return  is  made  and  placed  in  the  mails  in  due  course,  properly  ad- 
dressed and  postage  paid,  in  ample  time  to  reach  the  office  of  the 
collector  on  or  before  the  due  date,  no  penalty  will  attach  should  the 
return  not  actually  be  received  by  such  officer  until  subsequent  to  that 
date.  Where  a  question  may  be  raised  as  to  whether  the  return  was 
posted  in  ample  time  to  reach  the  collector's  office  on  or  before  the  due 
date,  the  envelope  in  which  the  return  was  transmitted  will  be  pre- 
served by  the  collector  and  forwarded  to  the  Commissioner  with  the 
return.  As  to  additions  to  the  tax  in  the  case  of  failure  to  file  return 
within  the  prescribed  time,  see  section  291  and  article  1211. 

SEC.  54.  RECORDS  AND  SPECIAL  RETURNS. 

(a>  By  taxpayer.— Every  person  liable  to  any  tax  imposed  by  this 
title  or  for  the  collection  thereof,  shall  keep  such  records,  render  nnder 
oath  such  statements,  make  such  returns,  and  comply  with  snch  rules 
and  regulations,  as  the  Conmilssioner,  with  the  approval  of  the  Secre- 
tary, may  from  time  to  time  prescribe. 

(b)  To  determine  liabiUty  to  tax.— Whenever  hi  the  judgment  of  the 
Commissioner  necessary  he  may  require  any  person,  by  notice  served 
upon  him,  to  make  a  return,  render  under  oath  such  statements,  or 
keep  such  records,  as  the  Commissioner  deems  sufficient  to  show 
whether  or  not  such  person  is  liable  to  tax  under  this  title. 

(c)  Information  at  the  ioarce.— For  requirement  of  statements  and 
returns  by  one  person  to  assist  in  determining  the  tax  liabiUty  of 
another  person,  see  sections  148  to  151. 

Abt.  411.  Aids  to  collection  of  tax.— In  assessing  and  collecting 
income  taxes  the  Commissioner  has  the  benefit  of  all  existing  internal 
revenue  laws  in  so  far  as  such  laws  are  applicable.  The  Commis- 
sioner may  require  any  persOn  to  keep  specific  records,  render  under 
oath  such  statements  and  returns,  and  comply  with  such  rules  and 
regulations  as  the  Commissioner,  with  the  approval  of  the  Secre- 
tary, may  prescribe  in  order  that  he  may  determine  whether  such 
person  is  liable  for  the  tax  or  for  the  collection  thereof.  In  accord- 
ance with  this  provision,  every  person  subject  to  tax  carrying  on  the 
business  of  producing,  manufacturing,  purchasing,  or  selling  any 
conamodities  or  merchandise,  except  the  business  of  growing  and 
selling  products  of  the  soil,  shall  for  the  purpose  of  determining  the 
amount  of  income  which  may  be  subject  to  the  tax  keep  such  per- 
manent books  of  account  or  records,  including  inventories,  as  are 
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necessary  to  establish  the  amount  of  his  gross  income  and  the  deduc- 
tions, credits,  and  other  information  required  to  be  shown  in  an 
income  tax  return. 

SEC.  55.  PUBLICITY  OF  RETURNS. 

Returns  made  under  this  title  shall  be  open  to  inspection  in  the  same 
manner,  to  the  same  extent,  and  subject  to  the  same  provisions  of  law, 
including  penalties,  as  returns  made  under  Title  11  of  the  Revenue 
Act  of  1926. 

Abt.  421.  Inspection  of  returns. — Section  55  provides  that  returns 
made  under  Title  I  shall  be  open  to  inspection  in  the  same  maimer, 
to  the  same  extent,  and  subject  to  the  same  provisions  of  law,  includ- 
ing penalties,  as  returns  made  under  Title  II  of  the  Revenue  Act  of 
1926.  Accordingly,  the  inspection  of  returns  made  under  Title  I  is 
governed  by  the  provisions  of  sections  257  and  1203  (d)  of  the 
Revenue  Act  of  1926,  which  are  as  follows : 

RETURNS  TO  BE  PUBLIC  RECORDS. 

Sec.  257.  (a)  Returns  upon  which  the  tax  has  been  determined  by 
the  Commissioner  shall  constitute  public  records ;  but,  except  as  herein- 
after provided  in  this  section  and  section  1203,  they  shall  be  open  to 
insi)ection  only  upon  order  of  the  President  and  under  rules  and  regu- 
lations prescribed  by  the  Secretary  and  approved  by  the  President. 
Whenever  a  return  is  open  to  the  inspection  of  any  person  a  certified 
copy  thereof  shaU,  upon  request,  be  furnished  to  such  person  under 
rules  and  regulations  prescribed  by  the  Commissioner  with  the  approval 
of  the  Secretary.  The  Commissioner  may  prescribe  a  reasonable  fee 
fc>r  furnishing  such  copy. 

(b)  (1)  The  Secretary  and  any  officer  or  employee  of  the  Treasury 
Department,  upon  request  from  the  Committee  on  Ways  and  Means  of 
the  House  of  Representatives,  the  Committee  on  Finance  of  the  Senate, 
or  a  select  committee  of  the  Senate  or  House  specially  authorized  to 
investigate  returns  by  a  resolution  of  the  Senate  or  House,  or  a  joint 
committee  so  authorized  by  concurrent  resolution,  shall  furnish  such 
committee  sitting  in  executive  session  with  any  data  of  any  character 
contained  in  or  shown  by  any  return. 

(2)  Any  such  committee  shaU  have  the  right,  acting  directly  as  a 
committee,  or  by  or  through  such  examiners  or  agents  as  it  may  desig- 
nate or  aM)oint,  to  inspect  any  or  all  of  the  returns  at  such  times  and 
in  such  manner  as  it  may  determine. 

(3)  Any  relevant  or  useful  information  thus  obtained  may  be  sub- 
mitted by  the  committee  obtaining  it  to  the  Senate  or  the  House,  or  to 
both  the  Senate  and  the  House,  as  the  case  may  be. 

(c)  The  proper  officers  of  any  State  may,  upon  the  request  of  the 
governor  thereof,  have  access  to  the  returns  of  any  corporation,  or  to 
an  abstract  thereof  showing  the  name  and  income  of  the  corporation, 
at  such  times  and  in  such  manner  as  the  Secretary  may  prescribe. 

(d)  AU  bona  fide  shareholders  of  record  owning  1  per  centum  or 
more  of  the  outstanding  stock  of  any  corporation  sliaU,  upon  making 
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request  of  the  Commissioner,  be  allowed  to  examine  the  annual  income 
returns  of  such  corporation  and  of  its  subsidiaries.  Any  shareholder 
who  pursuant  to  the  provisions  of  this  section  is  allowed  to  examine 
the  return  of  any  corporation,  and  who  makes  known  in  any  manner 
whatever  not  provided  by  law  the  amount  or  source  of  income,  profits, 
losses,  expenditures,  or  any  particular  thereof,  set  forth  or  disclosed  in 
any  such  return,  shall  be  guilty  of  a  misdemeanor  and  be  punished  by 
a  fine  not  exceeding  $1,000  or  by  imprisonment  not  exceeding  one  year, 
or  both. 

(e)  The  Conmiissioner  shall  as  soon  as  practicable  in  each  year 
cause  to  be  prepared  and  made  available  to  public  inspection  in  such 
manner  as  he  may  determine,  in  the  oflSce  of  the  collector  in  each  inter- 
nal-revenue district  and  in  such  other  places  as  he  may  determine,  lists 
containing  the  name  and  the  post-oflice  address  of  each  person  making 
an  income-tax  return  in  such  district. 

[Sec.  1203.]  (d)  The  Joint  Committee  shall  have  the  same  right  to 
obtain  data  and  to  inspect  returns  as  the  Committee  on  Ways  and 
Means  or  the  Conmiittee  on  Finance,  and  to  submit  any  relevant  or 
useful  information  thus  obtained  to  the  Senate,  the  House  of  Repre- 
sentatives, the  Committee  on  Ways  and  Means,  or  the  Committee  on 
Finance.  The  Committee  on  Ways  and  Means  or  the  Committee  on 
Finance  may  submit  such  information  to  the  House  or  to  the  Senate, 
or  to  both  the  House  and  the  Senate,  as  the  case  may  be. 

The  returns  upon  which  the  tax  has  been  determined  by  the 
Commissioner,  although  public  records,  are  open  to  inspection  only 
to  the  extent  authorized  by  the  President  except  as  otherwise  ex- 
pressly provided.  The  President  by  an  Executive  order  dated  July  23, 
1928,  ordered  that  returns  filed  under  Title  I  of  the  Kevenue  Act  of 
1928  shall  be  open  to  inspection  in  accordance  and  upon  compliance 
with  rules  and  regulations  prescribed  by  the  Secretary  of  the  Treasury 
and  approved  by  the  President,  bearing  date  of  April  13,  1926,  and 
the  amendment  thereto  dated  July  23,  1928.  Such  regulations  as 
amended  are  as  follows :  ^ 

1.  These  regulations  deal  only  with  inspection  of  returns  in  so  far  as  it  is 
necessary  for  the  President  to  approve  regulations  on  this  subject.  Other  uses 
to  which  returns  may  be  lawfully  put,  without  action  by  the  President,  are  not 
covered  by  these  regulations. 

2.  The  word  "corporation'*  when  used  alone  herein  shall,  unless  otherwise 
indicated,  include  corporations,  associations,  joint-stock  companies,  and  insur- 
ance companies.  The  word  "return"  when  so  used  shall,  unless  othenvise 
indicated,  include  income  and  profits  tax  returns,  and  also  special  excise  tax 
returns  of  corporations  filed  pursuant  to  section  1000,  Title  X,  of  each  of  the 
Revenue  Acts  of  1918  and  1921,  and  pursuant  to  section  700  of  Title  VII  of 
the  Reyenue  Act  of  1924. 

3.  Written  statements  filed  with  the  Commissioner  of  Internal  Revenue 
designed  to  be  supplemental  to  and  to  become  a  part  of  tax  returns  shall  be 
subject  to  the  same  rules  and  regulations  as  to  inspection  as  are  the  lax 
returns  themselves. 


»  See  T.  Ds.  4264,  4291,  and  4317.  pp.  354-355. 
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4.  Except  as  hereinafter  specifically  provided,  the  Commissioner  of  Internal 
Revenue  may,  in  his  discretion,  upon  written  application  setting  forth  fully 
the  reasons  for  the  request,  grant  permission  for  the  inspection  of  returns  in 
accordance  with  these  regulations.  The  officers  and  employees  of  the  Treasury 
Department  whose  official  duties  require  inspection  of  returns  may  insi)ect  any 
such  returns  without  making  such  written  application. 

5.  The  return  of  an  individual  shall  be  open  to  inspection  (a)  by  the  per- 
son who  made  the  return,  or  by  his  duly  constituted  attorney  in  fact;  (6)  if 
the  maker  of  the  return  has  died,  by  the  administrator,  executor,  or  trustee 
of  his  estate,  or  by  the  duly  constituted  attorney  in  fact  of  such  administrator, 
executor,  or  trustee ;  and  (c)  in  the  discretion  of  the  Commissioner  of  Internal 
Revenue,  by  any  heir  at  law  or  next  of  kin  of  such  deceased  person,  upon  a 
showing  that  such  heir  at  law  or  next  of  kin  has  a  material  interest  which 
will  be  affected  by  information  contained  in  the  return,  or  by  the  duly  con- 
stituted attorney  in  fact  of  such  heir  at  law  or  next  of  kin. 

6.  A  joint  return  of  a  husband  and  wife  shall  be  open  to  inspection  (a) 
by  either  spouse  for  whom  the  return  was  made,  upon  satisfactory  evidence 
of  such  relationship  being  furnished,  or  by  his  or  her  duly  constituted  attorney 
in  fact;  (6)  if  either  spouse  has  died,  by  the  administrator,  executor,  or 
trustee  of  his  or  her  estate,  or  by  the  duly  constituted  attorney  in  fact  of 
such  administrator,  executor,  or  trustee;  and  (c)  in  the  discretion  of  the 
Commissioner  of  Internal  Revenue,  by  any  heir  at  law  or  next  of  kin  of  such 
deceased  spouse,  upon  a  showing  that  such  heir  at  law  or  next  of  kin  has  a 
material  interest  which  will  be  affected  by  information  contained  in  the 
return,  or  by  the  duly  constituted  attorney  in  fact  of  such  heir  at  law  or 
next  of  kin. 

7.  The  return  of  a  partnership  shall  be  open  to  inspection  (a)  by  any 
individual  who  was  a  member  of  such  jwrtnership  during  any  part  of  the 
time  covered  by  the  return  upon  satisfactory  evidence  of  such  fact  being 
furnished,  or  by  his  duly  constituted  attorney  in  fact ;  (5)  if  a  member  of  such 
partnership  during  any  ijart  of  the  time  covered  by  the  return  has  died,  by 
the  administrator,  executor,  or  trustee  of  his  estate,  or  by  the  duly  con- 
stituted attorney  in  fact  of  such  administrator,  executor,  or  trustee;  and  (c) 
in  the  discretion  of  the  Commissioner  of  Internal  Revenue,  by  any  heir  at 
law  or  next  of  kin  of  such  deceased  person,  upon  a  showing  that  such  heir 
at  law  or  next  of  kin  has  a  material  interest  which  will  be  affected  by  infor- 
mation contained  in  the  return,  or  by  the  duly  constituted  attorney  in  fact  of 
such  heir  at  law  or  next  of  kin. 

8.  The  return  of  an  estate  shall  be  open  to  Inspection  (a)  by  the  adminis- 
trator, executor,  or  trustee  of  such  estate,  or  by  his  duly  constituted  attorney 
in  fact;  and  (6)  in  the  discretion  of  the  Commissioner  of  Internal  Revenue, 
by  any  heir  at  law  or  next  of  kin  of  the  deceased  person  for  whose  estate  the 
return  is  made,  upon  a  showing  of  material  interest  which  will  be  affected  by 
information  contained  in  the  return,  or  by  the  duly  constituted  attorney  in  fact 
of  such  heir  at  law  or  next  of  kin. 

9.  The  return  of  a  trust  shall  be  open  to  inspection  (a)  by  the  trustee 
or  trustees,  jointly  or  severally,  or  the  duly  constituted  attorney  in  fact  of  such 
trustee  or  trustees;  (6)  by  any  individual  who  was  a  beneficiary  of  such  trust 
during  any  part  of  the  time  covered  by  the  return,  upon  satisfactory  evidence  of 
such  fact  being  furnished,  or  by  his  duly  constituted  attorney  in  fact ;  (c)  if  any 
individual  who  was  a  beneficiary  of  such  trust  during  any  part  of  the  time 
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co¥ered  liy  the  return  has  died,  by  the  administrator,  executor,  or  trostee  of 
his  estate,  or  by  the  duly  constituted  attorney  in  fact  of  such  administrator, 
executor  or  trustee;  and  (d)  in  the  discretion  of  the  CJommissioner  of  Internal 
Revenue,  by  any  heir  at  law  or  next  of  kin  of  such  deceased  person,  upon  a 
showing  that  such  heir  at  law  or  next  of  kin  has  a  material  interest  which 
will  he  affected  by  information  contained  in  the  return,  or  by  the  duly  consti- 
tuted attorney  in  fact  of  such  heir  at  law  or  next  of  kin. 

10.  The  return  of  a  corporation  shall  be  open  to  inspection  by  the  presi- 
dent, vice  iMTesident,  secretary,  or  treasurer  of  such  corporation,  or,  if  none, 
by  any  of  its  principal  officers,  upon  satisfactory  evidence  of  identity  and 
official  position,  or  by  the  duly  constituted  attorney  in  fact  of  such  officer.  The 
return  of  a  corporation  which  has  since  been  dissolved,  shall,  in  the  discre- 
tion of  the  Commissioner  of  Internal  Revenue,  be  open  to  inspection  to  any 
person  who  under  these  regulations  might  have  inspected  the  return  at  the 
date  of  dissolution. 

11.  The  "  access "  to  returns  of  corporations  provided  for  in  subdivision  (c) 
Of  section  257  shall  be  considered  as  inspection  of  returns  within  the  meaning 
of  subdivision  (a)  of  said  section. 

12.  The  "  examination "  of  returns  of  corporations  provided  for  in  subdivi- 
sion (d)  of  section  257  shall  be  considered  as  Inspection  of  returns  within  the 
meaning  of  subdivision  (a)  of  said  section. 

13.  When  the  head  of  an  executive  department  (other  than  the  Treasury 
Department)  or  any  other  United  States  Government  establishment  desires 
to  inspect  or  to  have  some  other  officer  or  employee  of  his  branch  of  the 
service  inspect  a  return  in  connection  with  some  matter  officially  before  him, 
the  inspection  may,  in  the  discretion  of  the  Secretary  of  the  Treasury,  be  per- 
mitted upon  written  application  to  him  by  the  head  of  such  executive  depart- 
ment or  other  Government  establishment.  The  application  must  be  signed  by 
such  head  and  must  show  in  detail  why  the  inspection  is  desired,  the  name 
and  address  of  the  taxpayer  who  made  the  return,  and  the  name  and  official 
designation  of  the  one  it  is  desired  shaU  inspect  the  return.  When  the  head 
of  a  bureau  or  office  in  the  Treasury  Department,  not  a  part  of  the  Internal 
Revenue  Bureau,  desires  to  inspect  a  return  In  connection  with  some  matter 
officially  before  him,  other  than  an  income,  profits  tax,  or  corporation  excise 
tax  matter,  the  inspection  may,  in  the  discretion  of  the  Secretary,  be  per- 
mitted upon  written  application  to  him  by  the  head  of  such  bureau  or  office, 
showing  in  detail  why  the  inspection  is  desired. 

14.  In  the  case  of  returns  or  copies  thereof  furnished  by  the  Department 
for  use  in  legal  proceedings,  only  such  inspection  as  necessarUy  results  from 
such  use  is  permitted. 

15.  Except  as  provided  in  paragraph  14  returns  may  be  inspected  <mly  in 
the  office  of  the  Commissioner  of  Internal  Revenue,  Washington,  D.  C,  unless 
such  returns  are  in  the  custody  of  a  collector  of  internal  revenue  or  internal 
revenue  agent  in  charge,  in  which  event  the  return  may  be  inspected  in  the 
office  of  such  ccrtlector  or  agent,  but  only  in  the  presence  of  an  internal  revenue 
officer  designated  by  the  coUector  or  agent  for  that  purpose.  When  the  returns 
ai©  in  the  custody  of  a  collector  of  internal  revenue  or  internal  revenue  agent 
in  charge,  such  collector  of  internal  rev^ue  or  internal  revenue  agent  in  charge 
is  authorized  to  grant  permission  for  the  inspection  of  such  returns  in  accord- 
ance with  these  regulations. 
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la  A  person  who,  under  these  regulations,  is  permitted  to  inspect  a  return 
may  make  and  take  a  copy  thereof  or  a  memorandum  of  data  contained 
therein. 

17.  By  section  3167,  Revised  Statutes,  as  amended  by  the  Revenue  Act  of 
1918,  and  reenacted  without  change  in  section  1311  of  the  Revenue  Act  of 
1921  and  in  section  1018  of  the  Revenue  Act  of  1924  and  in  section  1115  of  the 
Revenue  Act  of  1926,  it  is  made  a  misdemeanor  for  any  person  to  print  or 
publish  in  any  manner  whatever  not  provided  by  law  any  income  return,  or 
any  part  thereof  or  source  of  income,  profits,  losses,  or  expenditures,  appearing 
in  any  income  return,  which  misdemeanor  is  punishable  by  a  fine  not  exceeding 
$1,000  or  by  imprisonment  not  exceeding  one  year  ot  both,  at  the  discretion  of 
the  court,  and  if  the  offender  be  an  officer  or  employee  of  the  United  States*  by 
dismissal  from  office  or  discharge  from  employment. 

18.  All  former  regulations  issued  with  the  approval  of  the  President  in 
respect  of  inspection  of  returns  are  hereby  withdrawn. 

19.  These  regulations  shall  remain  in  foree  until  expressly  withdrawn  or 
overruled. 

Akt.  422.  Parnishing  of  copies  of  income  returns.— (1)  The  original 
income  return  of  an  individual,  partnership,  corporation,  association, 
joint-stock  company,  insurance  company,  or  fiduciary,  or  a  copy 
thereof,  may  be  furnished  by  the  Commissioner  to  a  United  States 
attorney  for  use  as  evidence  before  a  United  States  grand  jury  or  in 
litigation  in  any  court,  where  the  United  States  is  interested  in  the 
result,  or  for  use  in  the  preparation  for  such  litigation,  or  to  an  at- 
torney connected  with  the  Department  of  Justice  designated  to 
handle  such  matters,  upon  written  request  of  the  Attorney  General, 
the  Assistant  to  the  Attorney  General,  or  an  Assistant  Attorney 
General.  When  an  income  return  or  copy  thereof  is  thus  furnished, 
it  must  be  limited  in  use  to  the  purpose  for  which  it  is  furnished  and 
is  under  no  conditions  to  be  made  public  except  where  publicity 
necessarily  results  from  such  use.  If  the  income  return  is  in  the  cus- 
tody of  a  collector  or  of  an  internal  revenue  agent  in  charge,  a  copy 
thereof  may  be  furnished  by  the  collector  or  by  the  internal  revenue 
agent  in  charge  to  a  United  States  attorney  for  use  as  evidence  before 
a  United  States  grand  jury  or  in  litigation  in  any  court  where  the 
United  States  is  interested  in  the  result,  or  for  use  in  the  preparation 
of  such  litigation.  Where  a  photostat  is  requested  and  the  col- 
lector or  the  internal  revenue  agent  in  charge  has  not  the  available 
facilities  for  making  such  copy,  written  request  for  the  copy  must  be 
sent  to  the  Conunissioner  at  Washington.  In  case  the  original  re- 
turn is  necessary,  it  shall  be  placed  in  evidence  by  the  Commissioner 
or  by  some  other  ojficer  or  employee  of  the  Internal  Kevenue  Bureau 
designated  by  the  Commissioner  for  that  purpose,  and  after  it  has 
been  placed  in  evidence  it  shall  be  returned  to  the  files  from  which 
it  was  withdrawn.    An  original  return  will  be  furnished  only  in 
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exceptional  cases,  and  then  only  when  it  is  made  to  appear  that  the 
ends  of  justice  may  otherwise  be  defeated.  Neither  the  original  nor 
a  copy  of  an  income  return  desired  for  use  in  litigation  in  court  will 
be  furnished,  where  the  United  States  Government  is  not  interested 
in  the  result  and  where  such  use  might  result  in  making  public  the 
information  contained  therein,  whether  or  not  the  request  for  the 
copy  is  contained  in  an  order  of  the  court.  This  provision  is  not  a 
limitation  on  the  use  of  copies  of  returns  by  the  persons  entitled  to 
such  copies  under  the  provisions  of  the  succeeding  paragraph. 

(2)  A  copy  of  an  income  return  may  be  furnished  by  the  Commis- 
sioner to  the  person  who  made  the  return  or  to  his  duly  constituted 
attorney;  or  if  the  person  is  deceased,  to  his  executor  or  adminis- 
trator; or  if  the  person  is  in  the  hands  of  a  receiver,  trustee  in  bank- 
ruptcy, guardian,  or  similar  legal  custodian,  to  the  receiver,  trustee, 
guardian,  or  other  similar  custodian  upon  written  application  for 
same,  accompanied  by  satisfactory  evidence  that  the  applicant  comes 
within  this  provision.  "The  person  who  made  the  return,"  as 
herein  used,  refers  in  the  case  of  an  individual  return  to  the  individ- 
ual, a  copy  of  whose  return  is  desired,  and  in  the  case  of  a  return  of  a 
corporation,  association,  joint-stock  company,  insurance  company,  or 
fiduciary,  to  the  corporation,  association,  joint-stock  company,  insur- 
ance company,  or  fiduciary,  a  copy  of  whose  return  is  desired.  A 
corporation,  association,  joint-stock  company,  or  insurance  company 
may  designate  by  proper  action  of  its  board  of  directors  or  other 
similar  governing  body,  the  officer  or  individual  to  whom  a  copy 
of  a  return  made  by  the  corporation,  association,  joint-stock  com- 
pany, or  insurance  company  may  be  furnished,  and  upon  sufficient 
evidence  of  such  action  and  of  the  identity  of  the  officer  or  indi- 
vidual, a  copy  may  be  furnished  to  such  person.  A  copy  of  a 
partnership  income  return  may  be  furnished  to  any  individual  (or 
his  duly  constituted  attorney  in  fact  or  legal  representative)  who 
was  a  member  of  such  partnership  during  any  part  of  the  tune 
covered  by  the  return,  upon  satisfactory  evidence  of  such  fact  being 
furnished.  A  copy  of  a  corporation  income  return  may  be  furnished 
to  a  shareholder  entitled  to  inspect  the  return  upon  submission  of 
the  evidence  required  by  article  424.  The  copy  of  the  return  will, 
however,  be  furnished  only  to  the  shareholder  and  he  will  not  be 
permitted  to  delegate  another  to  receive  it  in  his  behalf.  In  the 
case  of  a  corporation  which  has  been  dissolved,  a  copy  of  the  return 
of  the  corporation  may  be  furnished  to  any  person  who  could  have 
received  a  copy  at  the  date  of  dissolution.  A  copy  of  an  income 
return  in  the  custody  of  a  collector  or  of  an  internal  revenue  agent 
in  charge  may  be  furnished  by  the  collector  or  by  the  internal 
Art.  422  §  55 
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revenue  agent  in  charge  to  a  person  entitled  to  receive  a  copy  of 
such  return  under  this  paragraph  upon  written  application  for 
same,  accompanied  by  satisfactory  evidence  that  the  applicant  comes 
within  its  provisions.  Where  a  photostat  is  requested  and  the  col- 
lector or  the  internal  revenue  agent  in  charge  has  not  the  available 
facilities  for  making  such  copy,  the  written  request  for  the  copy 
must  be  sent  to  the  Commissioner  at  Washington. 

(3)  A  copy  of  an  income  return  may  be  :&mished  to  any  person 
who  may  be  permitted  .to  inspect  the  return  as  provided  in  article 
421. 

(4)  Certified  copies  of  returns  will  be  furnished  to  the  persons 
entitled  thereto  only  upon  written  request  for  same  sent  to  the 
Commissioner  at  Washington. 

(5)  The  Commissioner  may  prescribe  a  reasonable  fee  for  furnish- 
ing copies  of  returns. 

Abt.  423.  Access  to  returns  by  State  officers.— (1)  The  proper  officers 
of  a  State  are  entitled  as  of  right  upon  the  request  of  its  governor 
to  have  access  to  the  income  and  profits  tax  returns  of  a  corporation 
or  to  an  abstract  thereof,  showing  its  name  and  income. 

(2)  The  request  or  application  of  the  governor  must  be  in  writing, 
signed  by  him  under  the  seal  of  his  State,  and  must  show :  (a)  The 
name  and  address  of  the  corporation  making  the  returns  to  which 
access  is  desired ;  (&)  why  access  is  desired;  (c)  the  names  and  official 
positions  of  the  officer^  designated  to  have  the  access. 

(3)  The  request  or  application  of  the  governor  may  be  addressed 
either  to  the  Secretary  of  the  Treasury  or  to  the  Commissioner,  but 
should  be  transmitted  to  the  Commissioner,  who  wUl  set  a  convenient 
time  and  place  for  the  access  to  the  returns  (or  to  an  abstract  thereof 
as  he  may  determine). 

(4)  Access  shall  be  given  only  in  the  office  of  the  Conmiissioner, 
unless  such  returns  are  in  the  custody  of  a  collector  of  internal  reve- 
nue or  internal  revenue  agent  in  charge,  in  which  event  the  return 
may  be  inspected  in  the  office  of  such  collector  or  agent,  but  only  in 
the  presence  of  an  internal  revenue  officer  designated  by  the  collector 
or  agent  for  that  purpose. 

(5)  The  officers  designated  by  the  governor  will  not  be  permitted 
to  name  another  person  or  persons  to  examine  the  returns  (or  ab- 
stracts) for  them. 

(6)  The  officer^  designated  may  have  access  to  lists  furnished  to 
supplement  and  become  a  part  of  the  returns  to  which  they  are  given 
access. 

(7)  The  proper  officers  of  a  State  may  have  access  to  the  capital 
stock  tax  returns  filed  under  the  provisions  of  section  700  of  the 
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Revenue  Act  of  1924  and  section  1000  of  the  Revenue  Acts  of  1918 
and  1921  under  the  same  conditions  prescribed  in  the  preceding 
paragraphs  for  access  to  the  income  and  profits  tax  returns  of 
corporations. 

Abt.  424.  Examination  of  retmnii  by  iharelialder ^A  bona  fide 

shareholder  of  record  owning  1  per  cent  or  more  of  the  outstanding 
stock  of  a  corporation  shall  be  entitled  as  of  right,  upon  making 
request  of  the  Commissioner,  to  examine  the  annual  income  returns 
of  such  corporation  and  of  its  subsidiaries,  and  all  returns  of  such 
corporation  and  subsidiaries  filed  for  purposes  of  the  tax  imposed 
by  section  1000  of  the  Revenue  Acts  of  1918  and  1921,  or  by  section 
700  of  the  Revenue  Act  of  1924.     His  request  for  permission  to 
examine  such  returns  must  be  made  in  writing,  and  must  be  in 
the  form  of  an  affidavit  showing  his  address,  the  name  of  the  cor- 
poration, the  period  of  time  covered  by  the  return  he  desires  to 
inspect,  the  amount  of  the  corporation's  outstanding  capital  stock, 
the  number  of  shares  owned  by  him,  the  date  when  he  acquired 
them,  and  whether  he  has  the  beneficial  as  well  as  the  record  title 
to  such  shares.     It  must  also  show  that  he  has  not  acquired  his 
shares  for  the  purpose  of  the  examination  of  the  income  returns 
of  the  corporation.     If  he  has  acquired  them  for  such  purpose, 
he  is  not  a  bona  fide  shareholder  within  the  meaning  of  the  statute. 
The  application  must  be  supported  by  satisfactory  evidence  show- 
ing that  the  applicant  is  a  bona  fide  shareholder  of  record  of  the 
required  amount  of  stock  of  the  corporation.    The  supporting  evi- 
dence may  be  partly  in  the  form  of  a  certificate  signed  by  the 
president  or  vice  president  of  the  corporation  and  countersigned  by 
the  secretary  under  the  corporate  seal.    Upon  being  satisfied  from 
the  evidence  presented  that  the  applicant  has  fully  met  these  condi- 
tions, the  Commissioner  will  grant  the  permission  to  examine  the 
returns  and  set  a  convenient  time  and  place  for  the  examination. 
This  privilege  is  personal  and  will  be  granted  only  to  the  share- 
holder, who  can  not  delegate  it  to  another. 

Abt.  425.  Penalties  for  disdomre  of  returns. — ^A  shareholder  who 
examines  the  return  of  a  corporation  and  reveals  without  express 
authority  of  law  any  particular  of  its  income  statement  is  guilty  of 
a  misdemeanor  and  liable  to  fine  and  imprisonment.  Section  3167  of 
the  Revised  Statutes,  as  amended  by  the  Revenue  Act  of  1918  and 
reenacted  without  change  by  section  1115  of  the  Revenue  Act  of 
1926,  provides  as  follows: 

Sbo.  3167.  It  shaU  be  nnlawfnl  for  any  collector,  deputy  coUector, 
agent,  clerk,  or  other  officer  or  employee  of  the  United  States  to  divnlge 
or  to  make  known  In  any  manner  whatever  not  provided  by  law  to  any 
person  the  operations,  style  of  work,  or  apparatus  of  any  manufacturer 
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or  producer  visited  by  him  in  the  discharge  of  his  official  duties,  or 
the  amount  or  source  of  income,  profits,  losses,  expenditures,  or  any 
particular  thereof,  set  forth  or  disclosed  in  any  income  return,  or  to 
permit  any  income  return  or  copy  thereof  or  any  book  containing  any 
abstract  or  particulars  thereof  to  be  seen  or  examined  by  any  person 
except  as  provided  by  law ;  and  it  shall  be  unlawful  for  any  person  to 
print  or  publish  in  any  manner  whatever  not  provided  by  law  any 
Income  return,  or  any  jmrt  thereof  or  source  of  income,  profits,  losses, 
or  expenditures  appearing  in  any  income  return;  and  any  offense 
against  the  foregoing  provision  shaU  be  a  misdemeanor  and  be  pun- 
ished by  a  fine  not  exceeding  $1,000  or  by  imprisonment  not  exceeding 
one  year,  or  both,  at  the  discretion  of  the  court;  and  if  the  offender 
be  an  officer  or  employee  of  the  United  States  he  shaU  be  dismissed 
from  office  or  discharged  from  employment. 

An  internal  revenue  officer  discovering  in  the  course  of  his  duty 
information  leading  him  to  suspect  a  possible  violation  of  any  law 
with  the  enforcement  of  which  he  is  not  directly  concerned  should 
immediately  report  the  matter  to  the  Commissioner,  who  is  author- 
ized to  communicate  with  the  proper  department  involved. 

SEC.  56.  PAYMENT  OF  TAX. 

(a)  Time  of  payment. — The  total  amount  of  tax  imposed  by  this  title 
shall  be  paid  on  the  fifteenth  day  of  March  following  the  close  of  the 
calendar  year,  or,  if  the  return  should  be  made  on  the  basis  of  a  fiscal 
year,  then  on  the  fifteenth  day  of  the  third  month  following  the  clos© 
of  the  fiscal  year. 

(b)  Installment  payments. — The  taxpayer  may  elect  to  pay  the  tax 
in  four  equal  installments,  in  which  case  the  first  installment  shall  be 
paid  on  the  date  prescribed  for  the  payment  of  the  tax  by  the  tax- 
payer, the  second  installment  shall  be  paid  on  the  fifteenth  day  of  the 
third  month,  the  third  installment  on  the  fifteenth  day  of  the  sixth 
month,  and  the  fourth  installment  on  the  fifteenth  day  of  the  ninth 
month,  after  such  date.  If  any  installment  is  not  paid  on  or  before 
the  date  fixed  for  its  payment,  the  whole  amount  of  the  tax  unpaid 
shall  be  paid  upon  notice  and  demand  from  the  collector. 

(c)  Extension  of  time  for  payment. — ^At  the  request  of  the  taxpayer, 
the  Commissioner  may  extend  the  time  for  payment  of  the  amount  de- 
termined as  the  tax  by  the  taxpayer,  or  any  installment  thereof,  for  a 
period  not  to  exceed  six  months  from  the  date  prescribed  for  the  pay- 
ment of  the  tax  or  an  installment  thereof.  In  such  case  the  amount 
in  respect  of  which  the  extension  is  granted  shall  be  paid  on  or  before 
the  date  of  the  expiration  of  the  period  of  the  extension. 

(d)  Voluntary  advance  payment. — A  tax  imposed  by  this  title,  or  any 
installment  thereof,  may  be  paid,  at  the  election  of  the  taxpayer,  prior 
to  the  date  prescribed  for  its  payment. 

(e)  Advance  pajrment  in  case  of  jeopardy. — ^For  advance  payment  in 
case  of  jeopardy,  see  section  147. 

(f )  Tax  withheld  at  source. — For  requirement  of  withholding  tax  at 
the  source  in  the  case  of  nonresident  aliens  and  foreign  corporations, 
and  in  the  case  of  so-caUed  "tax-free  covenant  bonds,"  see  sections 
144  and  145. 
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(g)  l^actlonal  parts  of  ccat.— In  the  payment  of  any  tax  under  this 
title  a  fractional  part  of  a  cent  shall  be  disregarded  unless  it  amounts 
to  one-half  cent  or  more,  in  which  case  it  shall  be  increased  to  1  cent. 

(h)  Eeceipts.— Every  collector  to  whom  any  payment  of  any  income 
tax  is  made  shall  upon  request  give  to  the  person  making  such  payment 
a  full  written  or  printed  receipt,  stating  the  amount  paid  and  the  par- 
ticular account  for  which  such  payment  was  made;  and  whenever  any 
debtor  pays  taxes  on  account  of  payments  made  or  to  be  made  by  him 
to  separate  creditors  the  collector  shall,  if  requested  by  such  debtor, 
gtre  a  separate  receipt  for  the  tax  paid  on  account  of  each  creditor 
in  such  form  that  the  debtor  can  conveniently  produce  such  receipts 
separately  to  his  several  creditors  in  satisfaction  of  their  respective 
demands  up  to  the  amounts  stated  in  the  receipts;  and  such  receipt 
shall  be  sufficient  evidence  in  favor  of  such  debtor  to  justify  him  in 
withholding  from  his  next  payment  to  his  creditor  the  amount  therein 
stated ;  but  the  creditor  may,  upon  giving  to  his  debtor  a  full  written 
receipt  acknowledging  the  payment  to  him  of  any  sum  actually  paid 
and  accepting  the  amount  of  tax  paid  as  aforesaid  (specifying  the 
same)  as  a  further  satisfaction  of  the  debt  to  that  amount,  require  the 
surrender  to  him  of  such  collector's  receipt. 

Abt.  431.  Bate  on  wMcli  tax  shall  be  paid.— The  tax,  unless  it  in 
required  to  be  withheld  at  the  source  (see  sections  144  and  145)  or 
unless  it  is  to  be  paid  by  a  nonresident  alien  individual  (see  section 
218)  or  a  foreign  corporation  (see  section  236),  is  to  be  paid  on  or 
before  the  15th  day  of  March  following  the  close  of  the  calendar  year, 
or,  where  the  return  is  made  on  the  basis  of  a  fiscal  year,  on  or  before 
the  15th  day  of  the  third  month  following  the  close  of  such  fiscal 
year.  The  tax  may,  at  the  option  of  the  taxpayer,  be  paid  in  four 
equal  in^allments  instead  of  in  a  single  payment,  in  which  case 
the  first  installment  is  to  be  paid  on  or  before  the  date  prescribed 
for  the  payment  of  the  tax  as  a  single  payment,  the  second  installment 
on  or  before  the  15th  day  of  the  third  month,  the  third  installment 
on  or  before  the  15th  day  of  the  sixth  month,  and  the  fourth  install- 
ment on  or  before  the  15th  day  of  the  ninth  month,  after  such  date. 
Where  the  taxpayer  elects  to  pay  the  tax  in  four  installments,  each 
of  the  four  installments  must  be  equal  in  amount,  but  any  installment 
may  be  paid,  at  the  election  of  the  taxpayer,  prior  to  the  date  pre- 
scribed for  its  payment.  If  an  installment  is  not  paid  in  full  on  or 
before  the  date  fixed  for  its  payment  either  by  the  Act  or  by  the 
Commissioner  in  accordance  with  the  terms  of  an  extension,  the  whole 
amount  of  the  tax  unpaid  shall  be  paid  upon  notice  and  demand 
f  nom  the  collector. 

Akt.  432.  Extension  of  time  for  payment  of  the  tax  or  installment 
thereof. — The  Commissioner,  at  the  request  of  the  taxpayer,  may 
extend  the  time  for  payment  of  the  amoimt  determined  as  the  tax 
by  the  taxpayer,  or  any  part  or  installment  thereof,  for  a  period 
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not  to  exceed  six  months  from  the  date  prescribed  for  the  payment 
of  such  amount,  part,  or  installment.  Any  application  for  such 
extension  should  be  made  to  the  Commissioner  through  the  collector 
of  internal  revenue  for  the  district  in  which  the  taxpayer's  return 
was  filed,  who  will  make  proper  record  thereof  and  forward  it  imime- 
diately  to  the  Commissioner.  The  application  should  set  forth  under 
oath  the  specific  reasons  for  desiring  an  extension  and  should  clearly 
indicate  what  hardship,  if  any,  would  result  if  the  extension  were  not 
granted.  The  amount  for  which  the  extension  is  desired  should  also 
be  stated.  The  Commissioner  will  not  consider  an  application  for 
an  extension  of  time  unless  such  application  is  made  on  or  before 
the  due  date  of  the  tax  or  installment  thereof  for  which  the  exten- 
sion is  desired.  As  a  condition  to  the  granting  of  such  an  extension, 
the  Commissioner  may  require  the  taxpayer  to  furnish  a  bond  on 
Form  1130  in  an  amount  not  exceeding  double  the  amount  of  the  tax 
or  installment  thereof.  If  a  bond  is  required  it  must  be  filed  with 
the  collector  within  10  days  after  notification  by  the  Commissioner 
that  such  bond  is  required.  It  shall  be  conditioned  upon  the  pay- 
ment of  the  tax  and  interest  assessed  in  connection  therewith  in  ac- 
cordance with  the  terms  of  the  extension  granted,  and  shall  be  exe- 
cuted by  a  surety  company  holding  a  certificate  of  authority  from 
the  Secretary  of  the  Treasury  as  an  acceptable  surety  on  Federal 
bonds,  and  shall  be  subject  to  the  approval  of  the  Commissioner.  In 
lieu  of  such  a  bond,  the  taxpayer  may  file  a  bond  secured  by  deposit 
of  Liberty  bonds  or  other  bonds  or  notes  of  the  United  States  equal 
in  their  total  par  value  to  an  amount  not  exceeding  double  the 
amount  of  the  tax  or  installment  thereof.  A  request  by  the  taxpayer 
for  an  extension  of  time  for  payment  of  one  installment  does  not 
operate  to  procure  an  extension  of  time  for  payment  of  subsequent 
installments.  Nor  does  an  extension  of  time  for  filing  a  return 
operate  to  extend  the  time  for  payment  of  the  tax  or  any  part  thereof, 
unless  so  specified  in  the  extension.  If  an  extension  of  time  for  pay- 
ment of  the  tax  or  any  installment  is  granted,  the  amount,  time  for 
payment  of  which  is  so  extended,  shall  be  paid  on  or  before  the 
expiration  of  the  period  of  the  extension,  together  with  interest  at 
the  rate  of  6  per  cent  per  annum  on  such  amount  from  the  date  when 
the  payment  should  have  been  made  if  no  extension  had  been  granted 
until  the  expiration  of  the  period  of  the  extension.  (See  section  295.) 
Art.  433.  When  fractional  part  of  cent  may  be  disregarded. — ^In  the 
payment  of  taxes  a  fractional  part  of  a  cent  shall  be  disregarded 
unless  it  amounts  to  one-half  cent  or  more,  in  which  case  it  shall  be 
increased  to  1  cent.  Fractional  parts  of  a  cent  should  not  be  disre- 
garded in  the  computation  of  taxes. 
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Abt.  434.  Beceipts  for  tax  payments. — ^Upon  request  a  collector 
will  give  a  receipt  for  each  tax  payment.  In  the  case  of  payments 
made  by  check  or  money  order  the  canceled  check  or  the  money  order 
receipt  is  usually  a  sufficient  receipt.  In  the  case  of  payments  in 
cash,  however,  the  taxpayer  should  in  every  instance  require  and 
the  collector  should  furnish  a  receipt. 

SEC.  57.  EXAMINATION  OF  RETURN  AND  DETERMINATION  OF 

As  soon  as  practicable  after  the  return  Is  filed  the  Commissioner 
shall  examine  it  and  shall  determine  the  correct  amount  of  the  tax. 

Akt.  451.*  ExaminatioiL  of  retmn  and  determination  of  tax  by  the 
Commissioner. — All  returns  will,  as  soon  as  practicable,  be  given  a 
preliminary  inspection  in  the  offices  of  collectors,  and  taxpayers 
will  be  immediately  notified  by  the  collector  of  changes  in  tax 
liability  due  to  mathematical  errors  found  in  the  course  of  such 
inspection.  Immediately  thereafter  all  returns,  except  returns  made 
on  Form  1040A  and  such  other  returns  as  the  collector  may  be 
authorized  by  the  Commissioner  to  audit,  will  be  surveyed  by  revenue 
agents  detailed  from  the  offices  of  internal  revenue  agents  in  charge 
and  classified  as  (1)  returns  properly  prepared  which  should  not 
require  further  audit,  (2)  returns  which  can  be  adjusted  by  office 
audit,  and  (3)  returns  which  require  an  investigation  of  the  books 
and  records  of  the  taxpayer.  All  such  returns  will  be  forwarded  to 
Washington;  class  (1)  returns  for  review  and  filing,  and  class  (2) 
ftiid  (3)  returns  for  reference  to  the  appropriate  field  division  for 
audit. 

Upon  the  completion,  under  the  supervision  of  an  internal  revenue 
agent  in  charge,  of  a  field  investigation  or  of  an  office  audit  which 
discloses  that  a  deficiency  apparently  exists,  the  taxpayer  will  be 
notified  of  the  result  of  the  investigation  or  audit,  and  furnished  with 
a  copy  of  the  examining  agent's  report  or  a  statement  of  changes 
proposed  by  the  auditor.  Any  protest  which  the  taxpayer  may 
desire  to  submit  in  reference  to  such  investigation  or  audit  must  be 
filed  within  30  days  from  the  date  of  such  letter  of  notification  with 
the  office  of  the  field  division.  The  internal  revenue  agent  in  charge 
will  cause  the  protest  of  the  taxpayer  to  be  carefully  heard,  pro- 
vided that  request  for  a  hearing  is  made  in  the  protest.  Any  sup- 
plemental statement  which  the  taxpayer  may  desire  to  submit  in 
connection  with  a  protest  involving  such  investigation  or  audit  must 
also  be  submitted  to  the  office  of  the  field  division  concerned.  Pro- 
tests or  supplemental  statements  filed  with  the  Income  Tax  Unit  at 
iWasliington  in  connection  with  such  investigation  or  audit  will,  be- 
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fore  consideration  thereby,  be  referred  to  the  proper  internal  revenue 
agent  in  charge. 

After  careful  consideration  has  been  given  to  the  taxpayer's  pro- 
test, if  protest  is  filed,  or,  if  the  period  of  30  day^  Eds  elapsed  and  no 
protest  has  been  received,  the  internal  revenue  agent  in  charge  will 
forward  the  statement  of  the  office  auditor  or  the  report  of  the 
examining  agent,  together  with  all  statements  from  the  tjixpayer 
and  conference  reports,  with  his  recommendations  to  Washington 
for  review.  The  case  will  then  be  reviewed  in  the  Income  Tax  Unit 
at  Washington,  and,  if  the  Unit  agrees  with  the  findings  of  the 
agent,  the  taxpayer  will  be  notified  by  letter  and  afforded  an  oppor- 
tunity for  a  hearing  in  the  Unit  at  Washington.  If  upon  further 
consideration  it  appears  that  a  deficiency  exists,  the  taxpayer  will 
be  notified  by  registered  letter  in  accordance  with  the  provisions  of 
section  272  (a).     (See  article  1171.) 

In  case  the  Income  Tax  Unit  at  Washington  is  of  the  opinion  that 
a  different  deficiency  exists  from  that  recommended  by  the  internal 
revenue  agent  in  charge,  whether  or  not  a  protest  has  been  filed,  the 
taxpayer  will  be  notified  by  letter  that  a  different  deficiency  from 
that  shown  in  the  revenue  agent's  report  appears  to  exist.  At  the 
same  time  that  such  letter  is  mailed  to  the  taxpayer,  a  copy  thereof 
will  be  furnished  to  the  proper  internal  revenue  agent  in  charge. 
Within  30  days  from  the  date  of  such  letter  the  taxpayer  may  file 
with  the  internal  revenue  agent  in  charge  a  protest  against  the 
determination  of  the  deficiency.  After  consideration  the  internal 
revenue  agent  in  charge  will  forward  all  statements  by  the  taxpayer 
and  any  conference  reports  together  with  his  recommendations  to 
the  Income  Tax  Unit  at  Washington  for  review.  The  Unit  at  Wash- 
ington will  cause  the  protest  of  the  taxpayer  to  be  carefully  heard, 
provided  that  request  for  hearing  in  Washington  is  made  in  the 
protest  filed  with  the  internal  revenue  agent  in  charge.  If  upon 
further  consideration  it  appears  that  a  deficiency  exists,  final  deter- 
mination thereof  will  be  made  and  the  taxpayer  will  be  notified  by 
registered  mail  in  accordance  with  the  provisions  of  section  272  (a). 

An  immediate  assessment  without  prior  notice  to  the  taxpayer 
may  be  made  under  section  273  (a)  if  it  appears  in  any  case  that  the 
collection  of  a  deficiency  would  be  jeopardized  by  delay.  (See 
article  1181.) 

In  special  cases  where  by  reason  of  the  filing  of  a  consolidated 
return  or  for  any  other  reason  it  is  impracticable  that  the  field  inves- 
tigation be  made  under  the  supervision  of  one  of  the  iiiternal  revenue 
agents  in  charge,  the  Commissioner  may  direct  that  the  field  investi- 
gation be  made  by  such  revenue  agents,  special  agents,  or  auditors  as 
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he  may  specially  designate.  In  such  cases  the  return  will  be  audited 
in  the  Income  Tax  Unit  at  Washington  after  receipt  of  the  report  of 
the  field  investigation.  The  taxpayer  wiU  be  furnished  with  a  copy 
of  the  report  of  the  field  investigation  and  notified  by  letter  of  any 
deficiency  which  appears  to  exist.  Within  30  days  from  the  date  of 
the  notification  letter  the  taxpayer  may  file  with  the  Income  Tax 
Unit  at  Washington  a  protest  against  the  determination  of  the  defi- 
ciency. K  no  protest  is  filed  within  the  prescribed  time,  final  deter- 
mination  of  the  deficiency  will  be  made  and  the  taxpayer  will  be 
notified  thereof  by  registered  mail  in  accordance  with  the  provisions 
of  section  272  (a).  If  a  protest  is  filed,  it  will  be  considered  in 
the  Income  Tax  Unit  at  Washington  and  hearing  will  be  granted 
if  requested  in  the  protest.  If  it  appears  thereafter  that  a  deficiency 
exists,  final  determination  of  the  deficiency  will  be  made,  and  the 
taxpayer  will  be  notified  thereof  by  registered  mail  in  accordance 
with  the  provisions  of  section  272  (a). 

As  to  those  returns  which  are  authorized  to  be  retained  in  the  office 
of  the  coUector  for  audit,  the  taxpayer  will  be  notified  by  letter 
upon  the  completion  of  the  audit  of  any  deficiency  which  appears  to 
exist.    Within  30  days  from  the  date  of  the  letter  of  notification  the 
taxpayer  may  file  with  the  collector  a  protest  against  the  determina- 
tion of  the  deficiency.    If  no  protest  is  filed  wifhin  the  prescribed 
time,  final  determination  will  be  made  and  the  taxpayer  will  be  noti- 
fied by  registered  maU  in  accordance  with  the  provisions  of  section 
272  (a).    If  a  protest  is  filed,  it  will  be  considered  in  the  collector's 
office,  and  a  hearing  wiU  be  granted  if  requested  in  the  protest. 
If  the  taxpayer  and  the  coUector  are  unable  to  agree  respecting 
the  amount  of  the  deficiency,  the  return  and  the  complete  file  per- 
tammg  thereto  wiU  be  forwarded  by  the  collector  to  the  internal 
revenue  agent  in  charge  for  consideration.    The  taxpayer  will  be 
advised  by  letter  of  the  result  of  such  consideration  and  may,  within 
30  days  from  the  date  of  such  letter,  request  a  hearing  before  the 
internal  revenue  agent  in  charge.    After  full  consideration  has  been 
given  to  the  taxpayer's  contentions,  the  complete  file  will  be  for- 
warded with  the  agent's  recommendations  to  the  Income  Tax  Unit 
at  Washington  for  review  in  accordance  with  the  procedure  outlined 
herein  for  the  review  of  reports  of  field  investigations.    If,  upon 
further  consideration,  it  appears  that  a  deficiency  exists,  final  deter- 
mination  thereof  will  be  made,  and  the  taxpayer  will  be  notified  by 
registered  mail  in  accordance  with  the  provisions  of  section  272  (a). 
If  in  the  course  of  any  field  investigation  it  appears  that  a  willful 
attempt  has  been  made  to  evade  tax,  the  report  of  the  investigation 
will  be  forwarded  immediately  to  the  Commissioner  at  Washington. 
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No  copy  of  the  report  will  be  furnished  to  the  taxpayer  by  the  agent. 
After  completion  of  the  audit  in  the  Income  Tax  Unit  at  Washington 
the  taxpayer  will  be  notified  of  such  taxes  and  penalties  as  appear  to 
be  due  and  will  be  furnished  with  a  statement  showing  the  computa- 
tion of  tax  and  penalties.  At  the  same  time  that  such  letter  is  mailed 
to  the  taxpayer,  a  copy  thereof  will  be  furnished  to  the  proper  in- 
ternal revenue  agent  in  charge.  Within  30  days  from  the  date  of 
such  letter  the  taxpayer  may  file  with  the  internal  revenue  agent  in 
charge  a  protest  against  the  determination  of  the  deficiency.  The 
internal  revenue  agent  in  charge  shall  cause  full  consideration  to  be 
given  to  any  protest  against  the  determination  of  any  deficiency  of 
tax,  but  any  hearing  on  a  protest  against  a  proposal  to  assert  the  ad 
valorem  fraud  penalty  will  be  under  the  supervision  of  the  General 
Counsel  of  the  Bureau  of  Internal  Revenue,  whose  recommendation 
in  regard  to  the  assertion  of  the  ad  valorem  fraud  penalty  will  be 
obtained  prior  to  final  determination  of  the  deficiency.  After  con- 
sideration the  internal  revenue  agent  in  charge  will  forward  any 
statements  from  the  taxpayer  with  his  recommendations  to  the  In- 
come Tax  Unit  at  Washington  for  review.  The  Unit  at  Wash- 
ington will  cause  the  protest  of  the  taxpayer  to  be  carefully  heard, 
provided  that  request  for  hearing  in  Washington  is  made  in  the 
protest  filed  with  the  internal  revenue  agent  in  charge.  Thereafter 
final  determination  of  the  deficiency  and  of  the  penalty,  if  any,  will 
be  made,  and  the  taxpayer  will  be  notified  by  registered  mail  in 
accordance  with  the  provisions  of  section  272  (a). 

If  in  any  case  (except  where  it  appears  that  a  willful  attempt  has 
been  made  to  evade  tax)  the  taxpayer  acquiesces  in  the  tentative  or 
final  determination  of  the  deficiency,  the  form  consenting  to  assess- 
ment, which  will  be  forwarded  with  the  letter  of  notification,  should 
be  executed  by  the  taxpayer  and  returned  in  order  that  assessment 
may  be  made  forthwith.  However,  in  any  case  in  which  it  appears 
that  a  willful  attempt  has  been  made  to  evade  tax,  the  form  con- 
senting to  assessment,  even  though  executed  by  the  taxpayer,  should 
not  to  be  accepted  by  the  internal  revenue  agent  in  charge. 

A  letter  of  protest  must  cover  all  items  which  the  taxpayer  ques- 
tions and  may  be  accompanied  by  a  statement  of  additional  facts  or 
by  a  brief ,  or  both.  It  must  be  filed  in  triplicate  and  must  contain 
the  following  information : 

(a)  The  name  and  address  of  the  taxpayer  (in  the  case  of  an 
individual  the  residence,  and  in  the  case  of  a  corporation  the  princi- 
pal office  or  place  of  business) ; 

(h)  In  the  case  of  a  corporation,  the  name  of  the  State  of  incor- 
poration; 
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(<?)  Tbe  designation  by  date  and  symbol  of  the  letter  advising  of 
tiie  tentative  deficiency  with  respect  to  which  the  protest  is  made; 

(rf)  Tl^  designation  of  the  year  or  years  involved  and  a  statement 
of  the  amount  of  tax  in  dispute  for  each  year ; 

{£)  An  itemized  schedule  of  the  findings  to  which  the  taxpayer 

takes  exception; 

(/)  A  summary  statement  of  the  grounds  upon  which  the  taxpayer 

relies  in  connection  with  each  exception ;  and 

(g)  In  case  the  taxpayer  desires  a  hearing,  a  statement  to  that 

effect. 

Letters  of  protest  and  accwnpanying  statements  of  fact,  if  any, 
must  be  executed  by  the  taxpayer  under  oath. 

The  procedure  outlined  in  this  article  wiU  be  followed  in  all  cases 
except  where  it  is  impracticable,  as,  for  example,  cases  in  which  the 
pOTiod  of  limitation  provided  in  sections  275-277  is  about  to  exjHre. 

SBC.  58.  ADDITIONS  TO  TAX  AND  PENALTIES. 

(a)  For  additions  to  the  tax  in  case  of  negligence  or  frand  in  the 
nonpaym^t  of  tax  or  failure  to  file  return  therefor,   see  Snpple- 

ment  H . 

{h}  For  criminal  penalties  for  noBpaTmoit  of  tax  or  fafimre  to  fll* 

return  tlkerefor,  see  section  146. 

WMC.  59.  ADMINISTRATIVE  PROCITEDINGS. 

For  administrative  procee<!togs  In  respect  of  the  nonpayment  or 
ofverpayment  of  a  tax  imposed  by  this  title,  see  as  f  oHows : 

(a)  Supplement  1%  relating  ^  assessment  and  collection  of  defl^ 

€ienciea 

(b)  Supplement  M,  relating  to  interest  and  additions  to  tax. 

(c)  Supplement    N,    relating    to    claims    against    transferees    and 

fiduciaries. 

(d)  Supplement  O,  relating  to  orerpayments. 

^AXS  VE — ^MISCELULNEOUB  FBOVISIONB 

SBC.  61.  LAWS  MADE  APPLICABLE. 

An  administrative,  special,  or  stamp  provisions  of  law,  including 
the  law  relating  to  the  assessment  of  taxes,  so  far  as  applicable,  are 
hereby  extended  to  and  made  a  part  of  this  title. 

SEC.  62.  RULES  AND  REGULATIONS. 

Tlie  Commissioner,  with  the  approval  of  the  Secretary,  shall  pre- 
dcribe  and  publish  all  needful  rules  and  regulations  for  the  enforce- 
ment of  this  title. 

SEC.  63.  TAXES  IN  LIEU  OP  TAXES  UNDER  1926  ACT. 

The  taxes  imposed  by  this  title  shall  be  in  Ueu  of  the  corresponding 
lazes  imposed  by  Title  n  of  the  Revenue  Act  of  1826,  in  accordance 
with  the  following  table: 
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Taxes  under  this  Title  Taxes  under  1926  Act 

Sees.  11  and  211 In  lieu  of Sec.  210 

Sec.  12 in  lieu  of Sec.  211 

Sec  13 in  lieu  of Sec.  230 

Sees.  201  and  204 in  lieu  of Sees.  243  and  246 

Sec.  104 in  lieu  of Sec  220 

Supp.  E in  lieu  of Sec  219 

Sec.  101 in  lieu  of Sec  208 

SEC.  64.  SHORT  TITLE. 

This  title  may  be  cited  as  the  "  Income  Tax  Act  of  1928." 

SEC.  65.  EFFECTIVE  DATE  OF  TITLE. 

This  title  shall  take  effect  as  of  January  1,  1928,  except  that  sec- 
tions 146  and  151,  and  this  section,  shall  take  effect  on  the  enactment 
of  this  Act 
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SUBTITUB  C — BVTVIXMENTAI.  PbOVISIONB 

SUPPLEMEKT  A— ILiTBS   OT  TAX 

[Sapplemeotary  to  Subtitle  B,  Bart  I] 
SEC.  101.  CAPITAL  NET  GAINS  AND  LOSSES. 

(a)  Tax  in  ease  of  capital  net  gain. — In  the  case  of  any  taxpayer, 
oilier  than  a  corporation,  who  for  any  taxable  year  derives  a  capital 
net  gain  (as  hereinafter  defined  in  this  secUon),  there  shall,  at  the 
election  of  the  taxpayer,  be  levied,  collected,  and  paid,  in  lien  of  all 
other  taxes  imposed  by  this  title,  a  tax  determined  as  follows :  a  par- 
tial tax  shall  first  be  computed  npon  the  basis  of  the  ordinary  net 
income  at  the  rates  and  in  the  manner  as  if  this  section  had  not  been 
enacted  and  the  total  tax  shall  be  this  amount  pins  1214  per  centnm  of 
the  capital  net  gain. 

(h)  Tax  in  ease  ®f  capital  net  loss. — ^In  the  case  of  any  taxpayer, 
other  than  a  corporation,  who  for  any  taxable  year  sustains  a  capital 
net  loss  (as  hereinafter  defined  in  this  section),  there  shall  be  levied, 
collected,  and  paid,  in  lieu  of  all  other  taxes  imposed  by  this  title,  a  tax 
determined  as  follows:  a  partial  tax  shall  first  be  computed  upon  the 
basis  of  the  ordinary  net  income  at  the  rates  and  in  the  manner  as  if 
this  section  had  not  been  enacted,  and  the  total  tax  shall  be  this  amount 
minus  12%  per  centum  of  the  capital  net  loss ;  but  in  no  case  shall  the 
tax  of  a  taxpayer  who  has  sustained  a  capital  net  loss  be  less  than  the 
tax  computed  without  regard  to  the  provisions  of  this  section. 

(c)  Definitions.— For  the  purposes  of  this  title— 

(1)  "Capital  gain**  means  taxable*  gain  from  the  sale  or  ex- 
change of  capital  assets  consummated  after  December  31,  1921. 

(2)  **  Capital  loss  '*  means  deductible  loss  resulting  from  the  sale 
or  exchange  of  capital  assets. 

(3)  "Capital  deductions*'  means  such  deductions  as  are  allowed 
by  section  23  for  the  purpose  of  computing  net  income,  and  are 
property  allocable  to  or  chargeable  against  capital  assets  sold  or 
exchanged  during  the  taxable  year. 

(4)  "Ordinary  deductions"  means  the  deductions  allowed  by 
section  23  other  than  capital  losses  and  capital  deductions. 

(5)  "  Capital  net  gain  "  means  the  excess  of  the  total  amount  of 
capital  gain  over  the  sum  of  (A>  the  capital  deductions  and  capi- 
tal losses,  plus  (B)  the  amount,  if  any,  by  which  the  ordinary 
deductions  exceed  the  gross  income  computed  without  including 
capital  gains. 
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L  (6)  "Capital  net  loss'*  means  the  excess  of  the  sum  of  the 

capital  losses  plus  the  capital  deductions  over  the  total  amount  of 
capital  gain. 

(7)  "  Ordinary^  net  income'*  means  the!  net  Income,  computed  in 
accordance  with  the  provisions  of  this  title,  after  excluding  all 

#        ■  items  of  capital  gain,  capital  loss,  and  capital  deductions. 

(8)  "Capital  assets"  means  property  held  by  the  taxpayer  for 
more  than  two  years  (whether  or  not  connected  with  his  trade  or 
business),  but  does  not  include  stock  in  trade  of  the  taxpayer  or 

-  other  property  of  a  kind  which  would  properly  be  included  in  the 

^^  inventory  of  the  taxpayer  if  on  hand  at  the  close  of  the  taxable 

year,   or  property  held   by   the  taxpayer  primarily  for   sale   in 
the  course  of  his  trade  or  business.    For  the  purposes  of  this 
definition — 
«l  i  (A)  In  determining  the  period  for  which  the  taxi)ayer  has 

held  property  received  on.  an  exchange  there  shall  be  included 

the  period  for  which  he  held  the  property  exchanged,  if  under 

the  provisions  of  section  113,  the  property  recdved  has,  for  the 

;  purpose  of  determining  gain  or  loss  from  a  sale  or  exchange^ 

^       i  the  same  basis  in  whole  or  in  part  in  his  hands  as  the  property 

'■  exchanged. 

(B)  In  determining  the  period  for  which  the  taxpayer  has 
held  property  however  acquired  there  shall  be  included  the  pe- 
riod for  which  such  property  was  held  by  any  other  person,  if 
^  under  the  provisions  of  section  113,  such  property  has,  for  the 

purpose  of  determining-  gain  or  loss  from  a  sale  or  exchange, 
the  same  basis  in  whole  or  in  part  in  his  hands  as  it  would 
'  have  in  the  hands  of  such  other  person. 

1         :  (C)  In  determining  the  period  for  which  the  taxpayer  has 

held  stock  or  securities  received  upon  a  distribution  where  no 
gain  is  recognized  to  the  distributee  under  the  provisions  of 
section  112  (g)  of  this  title  or  under  the  provisions  of  section 
203  (c)  of  the  Revenue  Act  of  1924  or  1926,  there  shall  be  in- 
^  eluded  the  period  for  which  he  held  the  stock  or  securities  in 

the  distributing  corporation  prior  to  the  receipt  of  the  stock  or 

securities  upon  such  distribution. 

(d)  Collection  and  payment  of  tax.— The  total  tax  determined  under 

4  subsection  (a)  or  (b)  shall  be  collected  and  paid  in  the  same  manner, 

x^  *t  the  same  time,  and  subject  to  the^  same  provisions  of  law,  including 

penalties,  as  other  taxes  under  this  title. 

^  Art.  601.1  Definition  and  illustration  of  capital  net  gain.— Section 

101,  which  applies  to  sales  and  exchanges  of  capital  assets  con- 

4  summated  after  December  31,  1921,  provides  that  any  taxpayer  other 

than  a  corporation  may,  if  he  so  desires,  state  separately  in  his  return 
his  net  gain  on  sales  or  exchanges  of  capital  assets,  and  pay  on  such 
capital  net  gain  (as  defined  and  limited  in  the  section)  a  tax  of  121^ 
^  per  cent  of  the  capital  net  gain  in  lieu  of  the  tax  he  would  otherwise 
pay  on  such  income  under  sections  11, 12, 102,  and  211.  The  tax  upon 
his  net  income  from  other  sources,  termed  "  ordinary  net  income,"  is 


.*^^^^^ 


1  See  T.  D.  4312,  p.  357. 
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to  be  comptitM  at  the  rates  and  in  the  manner  provided  in  sections 
11, 12,  lOS,  and  £11.  The  total  tax  will  be  the  sum  of  the  tax  upon 
the  ordinary  net  income  plus  12%  per  cent  of  the  capital  net  gain. 

The  term  "capital  assets"  is  defined  to  mean  property  held  by 
the  taxpayer  for  more  than  two  years,  whether  or  not  connected  with 
his  trade  or  business,  but  not  induding  stock  in  trade  of  the  tax- 
payer or  other  property  of  a  kind  which  would  properly  be  included 
in  the  inventory  of  the  taxpayer  if  on  hand  at  the  close  of  the  tax- 
able year,  or  property  held  by  the  taxpayer  primarily  for  sale  in  the 
course  of  his  trade  or  business.    See  articles  101-108  with  refer- 
ence to  inventories.    A  dealer  in  securities  is  not  entitled  to  the  bene- 
fits of  section  101  with  reference  to  gain  from  the  sale  of  securities. 
The  specific  property  sold  or  exchanged  must  in  general  have  been 
held  for  more  ttian  two  years.    However,  in  determining  the  period 
for  which  the  taxpayer  has  held  stock  or  securities  received  upon  a 
distribution  in  oonnection  with  a  reorganization  where  no  gain  is 
recognized  to  Hie  dMribntee  under  the  provisions  of  section  203  (c) 
of  the  Kevenue  Acts  of  1924  and  1926  and  section  112  (g)  of  the 
Revenue  Act  of  1*^28  (see  artide  676) ,  there  shall  be  included  the 
period  for  which  the  taxpayer  hdd  the  stock  or  securities  in  the 
distributing  corporation  prior  to  the  receipt  of  the  stock  or  securities 
upon  such  distribubinm.    If  the  taxpayer  has  held  for  more  than 
two  years  stock  «pon  which  a  stock  dividend  has  been  declared, 
both  the  original  and  dividend  diares  are  considered  to  be  capital 
assets.    If  under  the  provisions  of  section  113  property  received  in 
an  exchange  has  for  the  purpose  of  determining  gain  or  loss  the 
same  basis  in  whole  or  in  part  in  the  taxpayer's  hands  as  the  prop- 
erty exchanged  therefor,  the  property  received  in  exchange  is  con- 
sidered to  be  capital  assets  if  the  total  period  during  which  such 
property  and  the  original  property  have  been  held  is  more  than 
two  years.    If  property  is  acquired  from  any  person,  and  under 
the  provisions  of  section  113  has  the  same  basis  in  whole  or  in  part 
for  the  purpose  of  determining  gain  or  loss  as  it  would  have  in 
the  hands  of  the  person  from  whom  acquired,  there  ^all  be  included 
in  determining  ^e  period  for  which  the  taxpayer  has  held  such 
property  the  period  for  which  it  was  hdd  by  such  person.     For 
instance,  in  the  case  of  property  acquired  after  December  31,  1920, 
either  by  gift  or  by  transfer  in  trust,  the  period  for  which  the 
property  was  hdd  by  the  donor  shall  be  added  to  the  period  for 
which  the  property  was  held  by  the  donee  in  determining  whether 
the  property  was  held  for  more  than  two  years.     (See  articles  593 
and  594.) 
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"  Capital  gain  "  is  taxable  gain  from  the  sale  or  exchange  of  capi- 
tal assets  consummated  after  December  31,  1921.  "  Capital  loss  "  is 
deductible  loss  resulting  from  the  sale  or  exchange  of  capital  assets. 
See  article  591  for  the  basis  for  determining  such  gain  or  loss,  and 
article  561  as  to  adjustments  for  improvements,  depreciation,  and 
other  items.  "  Capital  deductions  "  are  deductions  properly  allocable 
to  or  chargeable  against  capital  assets  sold  or  exchanged  during  the 
taxable  year.  "  Capital  net  gain  "  is  the  excess  of  the  total  amount 
of  capital  gain  over  the  sum  of  (1)  capital  deductions  and  capital 
losses,  and  (2)  the  amount,  if  any,  by  which  the  ordinary  deductions 
exceed  the  gross  income  computed  without  including  capital  gain. 

Example:  A  in  1928  sold  an  office  building  for  $1,000,000,  which 
he  had  bought  in  1917  for  $500,000  and  on  which  there  was  deprecia- 
tion aggregating  $100,000,  and  stock  in  a  mining  company  for  $10,000, 
which  he  had  purchased  in  1921  for  $20,000.  Without  regard  to 
capital  deductions  his  capital  gain  would  be  $600,000,  his  capital  loss 
$10,000,  and  his  capital  net  gain  $590,000.  If  his  other  net  income 
(ordinary  net  income)  in  1928  was  $50,000,  he  may,  instead  of  pay- 
ing normal  tax  and  surtax  on  his  total  net  income  of  $640,000, 
segregate  these  transactions  in  his  return  and  pay  a  tax  of  12% 
per  cent  of  his  capital  net  gain  of  $590,000  plus  the  normal  tax  and 
surtax  upon  his  ordinary  net  income  of  $50,000.  If,  on  the  other 
hand,  A  sustained  a  net  loss  of  $50,000  in  his  business,  had  a  capital 
gain  of  $600,000,  and  a  capital  loss  of  $10,000,  his  capital  net  gain 
would  be  $540,000.  In  such  a  case,  A  may,  instead  of  paying  normal 
tax  and  surtax  upon  his  total  net  income  of  $540,000,  pay  a  tax  of 
12y2  per  cent  upon  this  amount. 

The  credit  for  taxes  allowed  by  section  131  (see  articles  691- 
698)  is  a  credit  against  the  total  tax,  however  computed,  but  the 
credits  allowed  by  section  25  are  allowed  "for  the  purpose  of  the 
normal  tax  only  "  and  may  not  be  taken  against  capital  net  gain,  al- 
though they  may  be  deducted  from  "  ordinary  net  income  "  in  com- 
puting the  amount  of  the  tax. 

Example:  If  B,  a  married  person,  had  capital  net  gain  of  $60,000 
and  ordinary  net  income  of  $3,000,  his  $3,500  personal  exemption 
would  more  than  offset  his  ordinary  net  income,  but  he  may  not 
apply  any  part  of  it  to  reduce  his  capital  net  gain. 

Residential  property  held  by  the  taxpayer  for  more  than  two  years 
but  not  primarily  for  sale  in  the  course  of  his  trade  or  business  is 
included  within  the  definition  of  capital  assets;  hence,  a  taxpayer 
(other  than  a  corporation)  selling  such  property  at  a  profit  may  dect 
to  be  taxed  under  section  101.    A  loss  from  the  sale  of  such  property 
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is  a  "  capital  loss  "  ooly  to  the  extent  that  it  is  an  allowable  deduction 
under  section  23  (e)  and  article  171. 

Since  the  credit  allowed  an  individual  by  section  31  in  respect  of 
earned  income  shall  not  exceed  25  per  cent  of  his  normal  tax  plus 
25  per  cent  of  the  surtax  which  would  be  payable  if  his  earned  income 
(sonstituted  his  entire  net  income,  no  credit  under  section  31  may 
be  claimed  by  a  taxpayer  whose  entire  net  income  consists  of  capital 
net  gain  and  who  elects  to  be  taxed  under  section  101. 

A  nonresident  alien  individual  or  a  citizen  entitled  to  the  benefits 
of  section  251  may  elect  to  be  taxed  under  section  101  with  respect  to 
gain  from  sales  or  exchanges  of  property  within  the  United  States. 

Abt.  502.  Betunis  of  ca]iital  net  fain.--Segregation  of  transactions 
for  the  purposes  of  section  101  (a)  is  required  only  where  the  tax- 
payer elects  to  be  taxed  under  that  subdivision.  When  a  tax- 
payer elects  to  be  taxed  under  section  101  (a)  for  any  taxable 
year,  he  must  attach  to  his  return  of  income  for  such  year  an 
accurate  statement  under  oath  showing  all  items  of  capital  gain, 
capital  ImSj  and  capital  deductions  in  such  manner  as  will  clearly 
show  the  exact  amount  of  his  capital  net  gain  for  the  taxable  year, 
liach  transaction  must  be  separately  shown  and  the  capital  items 
with  respect  thereto  grouped  together  in  order  that  the  capital  gain 
derived  or  the  capital  loss  sustained  from  each  capital  transaction 
will  readily  appear.  In  the  case  of  sales  or  exchanges  of  securities 
or  any  other  property,  the  statement  must  show  how  long  the  property 
was  held  by  the  taxpayer  immediately  preceding  the  sale  or  exchange. 

AiT.  503.  Capital  net  loues. — Section  101  (b)  provides  for  the 
determination  of  the  tax  in  the  case  of  any  taxpayer  (other  than  a 
eovporation,  but  including  the  members  oi  a  partnership,  an  estate 
or  trust,  or  the  beneficiaries  thereof)  who  in  any  taxable  year  sus- 
tains a  capital  net  los&  A  ^  capital  net  loss "  is  the  excess  of  the 
sum  of  the  capital  losses  plus  the  capital  deductions  as  defined  in 
article  501,  over  the  total  amount  of  capital  gain  as  therein  defined. 
It  is  to  be  noted  that,  while  the  tax  provided  in  section  101  (a)  in  the 
case  of  a  capital  net  gain  is  to  be  imposed  at  the  election  of  the  tax- 
payer, the  limitation  with  respect  to  a  capital  net  loss  provided  in 
section  101  (b)  will  be  applied  irrespective  of  the  taxpayer's  election. 

In  the  case  of  any  taxpayer,  other  than  a  corporation,  who  sus- 
tains a  capital  net  loss  for  any  taxable  year,  there  shall  be  levied, 
collected,  and  paid,  in  lieu  of  the  normal  tax  and  the  surtax  imposed 
by  sections  11, 12, 102,  and  211,  a  tax  determined  as  follows : 

A  partial  tax  wiU  first  be  computed  upon  the  basis  of  the  ordinary 
net  income,  as  defined  in  section  101  (c)  (7)  and  article  501,  at  the 
rates  and  in  the  manner  provided  in  sections  11, 12, 102,  and  211,  and 
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^  the  total  tax  will  be  this  amount  minus  12%  per  cent  of  the  capital 

net  loss,  but  in  no  case  shall  the  tax  under  section  101  (b)  be  less  than 
the  tax  computed  without  regard  to  the  provisions  of  section  101. 

SEC.  102.  SALE  OF  MINES  AND  OIL  OR  GAS  WELLS. 

^  (a)  In  the  case  of  a  bona  fide  sale  of  mines,  oU  or  gas  wells,  or  any 

interest  therein,  where  the  principal  value  of  the  property  has  been 

demonstrated  by  prospecting  or  exploration  and  discovery  work  done 

by  the  taxpayer,  the  portion  of  the  tax  imposed  by  section  12  of  this 

^  title  attributable  to  such  sale  shall  not  exceed  16  per  centum  of  the 

«"  selling  price  of  such  property  or  interest 

(b)  For  limitation  to  12%  per  centum  rate  of  tax,  see  section  101. 

Art.  511.  Surtax  on  sale  of  mineral  deposits.— Where  the  taxpayer  by 

^^  prospecting  and  locating  claims,  or  by  exploring  and  discovering 

undeveloped  claims,  has  demonstrated  the  principal  value  of  min^ 
or  oil  or  gas  wejls  which  prior  to  his  efforts  had  a  relatively  minor 
value,  the  portion  of  the  surtax  attributable  to  a  sale  of  such  property 
^  or  of  the  taxpayer's  interest  therein  shall  not  exceed  16  per  cent  of 

the  selling  price.  Exploration  work  alone  without  discovery  is  not 
sufficient  to  bring  a  case  within  this  provision.  (See  article  240.) 
Shares  of  stock  in  a  corporation  owning  mines  or  oil  or  gas  wells  do 

^  not  constitute  an  interest  in  such  property.    To  determine  the  appli- 

cation of  this  provision  to  a  particular  case,  the  taxpayer  should  first 
I  compute  the  surtax  in  the  ordinary  way  upon  his  net  income,  includ- 

ing his  net  income  from  any  such  sale.    The  proportion  of  the  surtax 

^  indicated  by  the  ratio  which  the  taxpayer's  net  income  from  the  sale 

of  the  property,  or  his  interest  therein,  bears  to  his  total  net  income 
is  the  portion  of  the  surtax  attributable  to  such  sale,  and  if  it  exceeds 
16  per  cent  of  the  selling  price  of  the  property  or  interest,  such 

^  portion  of  the  surtax  shall  be  reduced  to  that  amount. 

SEC.  103.  EXEMPTIONS  FROM  TAX  ON  CORPORATIONS. 

The  followhig  organizations  shaU  be  exempt  from  taxation  under  this 
-*  title— 

^  (1)  I^abor,  agricultural,  or  horticultural  organizations; 

(2)  Mutual  savings  banks  not  having  a  capital  stock  represented 
by  shares ; 

♦  (3)  Fraternal  beneficiary  societies,  orders,  or  associations,  (A) 

^  operating  under  the  lodge  system  or  for  the  exclusive  benefit  of  the 

members  of  a  fraternity  itself  operating  under  the  lodge  system; 

and  (B)  providing  for  the  payment  of  life,  sick,  accident,  or  other 

benefite  to  the  members  of  such  society,  order,  or  association  or  their 

dependents ; 

I-  (4)  Domestic  building  and  loan  assodations  substantially  all  the 

business  of  which  is  confined  to  making  loans  to  members;  and 
cooperative  banks  without  capital  stock  organized  and  operated  for 
mutual  purposes  and  without  profit ; 
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(5)  Cemetery  comfMiiiies  owntd  and  operated  exdnsirely  for  the 
beneit  of  their  members  or  whidi  are  not  operated  for  |H*oflt ;  and 
any  corporation  chartered  solely  for  burial  purposes  as  a  cemetery 
corporation  and  not  permitted  by  its  charter  to  engage  in  any  busi- 
ness not  neceesarily  incident  to  that  purpose,  no  part  of  the  net 
earnings  of  which  inures  to  the  benefit  of  any  private  shareholder 
or  individual ; 

(6)  Corporations,  and  any  community  chest,  firnd,  or  founda- 
tion, organized  and  operated  exclusively  for  religious,  charitable, 
seientiflc,  literary,  or  educational  purposes,  or  for  the  prevention  of 
cruelty  to  children  or  animals,  no  part  of  the  net  earnings  of  which 
inures  to  the  benefit  of  any  private  shareholder  or  individual ; 

(7)  Business  leagues,  chambers  of  commerce,  real  estate  boards, 
IMP  boards  of  trade,  not  organized  for  profit  and  no  part  of  the  net 
earnings  of  which  inures  to  the  benefit  of  any  private  shareholder 
or  individual ; 

(8)  Civic  leagues  or  organizations  not  organized  for  profit  but 
operated  exclusively  for  the  promotion  of  social  welfare,  or  local 
assodations  of  employees,  the  n»embership  of  which  is  limited  to 
the  employees  of  a  designated  person  or  persons  in  a  particular 
municipality,  and  the  net  earnings  of  which  are  devoted  exclusively 
to  charitable,  educational,  or  recreational  purposes ; 

(0)  Clubs  organized  and  operated  exclusively  for  pleasure,  recrea- 
tion, and  other  nonprofitable  purposes,  no  part  of  the  net  earnings 
<if  which  inures  to  the  benefit  of  any  private  shareholder ; 

(10)  Benevolent  life  insurance  associations  of  a  purely  local  char> 
Bcter,  mutual  ditch  or  irrigation  companies,  mutual  or  cooperative 
telephone  companies,  or  like  organizations ;  but  only  if  85  per  centum 
or  more  of  the  income  consists  of  amounts  collected  from  members 
for  the  sole  purpose  of  meeting  losses  and  expenses; 

(11)  Farmers'  or  other  mutual  hail,  cyclone,  casualty,  or  fire  in- 
surance companies  or  associations  (including  interinsurers  and 
reciprocal  underwriters)  the  income  of  which  is  used  or  held  for  the 
purpose  of  paying  losses  or  expenses; 

(12)  Farmers*,  fruit  growers*,  or  like  associations  organized  and 
operated  on  a  cooperative  basis  (a)  for  the  purpose  of  marketing 
the  products  of  members  or  other  producers,  and  turning  back  to 
them  the  proceeds  of  sales,  less  the  necessary  marketing  expenses^ 
on  the  basis  of  either  the  quantity  or  the  value  of  the  products 
furnished  by  them,  or  (b)  for  the  purpose  of  purchasing  supplies 
and  equipment  for  the  use  of  members  or  other  persons,  and  turning 
over  such  supplies  and  equipment  to  them  at  actual  cost,  plus  neces- 
sary expenses.  Exemption  shall  not  be  denied  any  such  association 
because  it  has  capital  stock,  if  the  dividend  rate  of  such  stock  is 
fixed  at  not  to  exceed  the  legal  rate  of  interest  in  the  State  of  in- 
corporation or  8  per  centum  per  annum,  whichever  is  greater,  on 
the  value  of  the  consideration  for  which  the  stock  was  issued,  and  if 
substantially  all  such  stock  (other  than  nonvoting  preferred  stock, 
the  owners  of  which  are  not  entitled  or  permitted  to  participate, 
directly  or  indirectly,  in  the  profits  of  the  association,  upon  disso- 
lution or  otherwise,  beyond  the  fixed  dividends)  is  owned  by  prt>- 
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dncers  who  market  their  products  or  purchase  their  supplies  and 
equipment  through  the  association ;  nor  shall  exemption  be  denied 
any  such  association  because  there  is  accumulated  and  maintained 
by  it  a  reserve  required  by  State  law  or  a  reasonable  reserve  for 
any  necessary  purpose.  Such  an  association  may  market  the  prod- 
ucts of  nonmembers  in  an  amount  the  value  of  which  does  not 
exceed  the  value  of  the  products  marketed  for  members,  and  may 
imrchase  supplies  and  equipment  for  nonmembers  in  an  amount  the 
value  of  which  does  not  exceed  the  value  of  the  supi^ies  and  equip- 
ment purchased  for  members,  provided  the  value  of  the  purchases 
made  for  persons  who  are  neither  memt>er9  nor  producers  does  not 
exceed  15  per  centum  of  the  value  of  all  its  purchases ; 

(13)  Corporations  organized  by  an  association  exempt  under  the 
provisions  of  paragraph  (12),  or  members  thereof,  for  the  purpose 
of  financing  the  ordinary  crop  operations  of  such  members  or  other 
producers,  and  oi)erated  in  conjunction  with  such  association.  Ex- 
emption shall  not  be  denied  any  such  corporation  because  it  haci 
capital  stock,  if  the  dividend  rate  of  such  stock  is  fixed  at  not  to 
exceed  the  legal  rate  of  interest  in  the  State  of  incorporation  or  8 
per  centum  per  annum,  whichever  is  greater,  on  the  value  of  the 
consideration  for  which  the  stock  was  issued,  and  if  substantially 
all  such  stock  (other  than  nonvoting  preferred  stock,  the  owners  of 
which  are  not  entitled  or  permitted  to  participate,  directly  or  indi- 
rectly, in  the  profits  of  the  corporation,  upon  dissolution  or  other- 
wise, beyond  the  fixed  dividends)  is  owned  by  such  association,  or 
members  thereof ;  nor  shall  exemption  be  denied  any  such  corpora- 
tion because  there  Is  accumulated  and  maintained  by  it  a  reserve 
required  by  State  law  or  a  reasonable  reserve  for  any  necessary 
purpose; 

(14)  Corijorations  organized  for  the  exclusive  purpose  of  holding 
title  to  property,  collecting  income  therefrom,  and  turning  over  the 
entire  amount  thereof,  less  expenses,  to  an  organization  which  itself 
is  exempt  from  the  tax  imposed  by  this  title ; 

(15)  Federal  land  banks,  national  farm-loan  associations,  and 
Federal  intermediate  credit  banks,  as  provided  in  the  Federal  Farm 
Loan  Act,  as  amended ; 

(16)  Voluntary  employees'  beneficiary  associations  providing  for 
the  payment  of  life,  sick,  accident,  or  other  benefits  to  the  members 
of  such  association  or  their  dependents,  if  (A)  no  part  of  their  net 
earnings  inures  (other  than  through  such  pajmients)  to  the  benefit 
of  any  private  shareholder  or  individual,  and  (B)  85  per  centum 
or  more  of  the  income  consists  of  anvounts  collected  from  members 
for  the  sole  puri)ose  of  making  such  payments  and  meeting  expenses ; 

(17)  Teachers'  retirement  fund  associations  of  a  purely  local 
character,  if  (A)  no  part  of  their  net  earnings  inures  (other  than 
through  payment  of  retirement  benefits)  to  the  benefit  of  any  private 
shareholder  or  individual,  and  (B)  the  income  consists  solely  of 
amounts  received  from  public  taxation,  amounts  received  from 
assessments  upon  the  teaching  salaries  of  memb»:s,  and  income  In 
respect  of  investmentai 
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Amr.  521.  Proof  of  eaiceniptioii. — ^In  order  to  establish  its  exemption 
and  thus  be  relieved  of  the  duty  of  filing  returns  of  income  and 
paying  the  tax,  it  is  necessary  that  every  organization  claiming 
exemption  file  an  affidavit  with  the  collector  of  the  district  in  which 
it  is  located,  showing  the  character  of  the  organization,  the  purpose 
for  which  it  was  organized,  its  actual  activities,  the  sources  of  its 
income  and  its  disposition,  whether  or  not  any  of  its  income  is  cred- 
ited to  surplus  or  may  inure  to  the  benefit  of  any  private  shareholder 
or  individual,  and  in  general  all  facts  relating  to  its  operations  which 
affect  its  right  to  exemption.  To  such  affidavit  should  be  attached 
a  copy  of  the  charter  or  articles  of  incorporation,  the  by-laws  of  the 
organization,  and  the  latest  financial  statement,  showing  the  assets, 
liabilities,  receipts,  and  disbursements  of  the  organization. 

In  the  ca^  of  the  particular  classes  of  organizations  listed  below, 
the  foUowing  additional  information-  should  be  embodied  in  or  at- 
tached to,  and  made  a  part  of,  the  affidavit  referred  to  above: 

(1)  Fraternal  beneficiary  societies,  orders,  or  associations:  (a)  The 
number  of  subordinate  lodges  in  active  operation,  Cb)  whether 
periodical  meetings  are  actudly  held; 

(2)  Building  and  loan  associations  and  cooperative  banks :  These 
aJ^ations  luTd  banks  shaU  submit  the  inf^mation  i«qui.«d  by 
Questionnaire,  Form  1027,  copies  of  which  may  be  obtained  from 
any  coUector; 

(3)  Educational  organizations:  Whether  any  of  the  shareholders 
are  paid  by  the  organization,  and  if  so,  the  reason  for  each  such 
payment  and  the  amoimt  thereof; 

(4)  Hospitals :  Whether  nonpay  patients  are  accepted ; 

(5)  Business  leagues:  {a)  A  statement  of  the  services  performed 
for  members,  (b)  a  statement  of  the  services  performed  for  non- 
members  ; 

(6)  Clubs:  The  income  received  from  the  use  of  the  facilities  by 
the  general  public; 

(7)  Benevolent  life  insurance  associations:  (a)  llie  number  of 
counties  in  whidi  the  association  accepts  risks,  (5)  copies  of  the 
policies  or  certificates  of  membership; 

(8)  Mutual  insurance  companies:  Copies  of  the  policies  or  cer- 
tiiicates  of  membership; 

(9)  Farmers'  cooperative  associations:  Tliese  associations  shall 
submit  the  information  required  by  Questionnaire,  Form  1028,  copies 
of  whidi  may  be  obtained  ffom  any  ooUeetor ; 

(10)  Holding  companies:  (#)  The  name  of  the  organization  for 
which  it  holds  title,  {b)  the  information  necessary  to  establish  the 
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exemption,  under  section  103,  of  the  organization  for  which  title 
is  held. 

The  collector,  upon  receipt  of  the  affidavit  and  other  papers,  will 
forward  them  to  the  Commissioner  for  decision  as  to  whether  the 
organization  is  exempt. 

When  an  organization  has  established  its  right  to  exemption,  it 
need  not  thereafter  make  a  return  of  income  or  any  further  showing 
with  respect  to  its  status  under  the  law,  unless  it  changes  the  charac- 
ter of  its  organization  or  operations  or  the  purpose  for  which  it  was 
originally  created.  Collectors  will  keep  a  list  of  all  exempt  corpora- 
tions, to  the  end  that  they  may  occasionally  inquire  into  their  status 
and  ascertain  whether  or  not  they  are  observing  the  conditions  upon 
which  their  exemption  is  predicated. 

Art.  522.  Labor,  agricultural,  and  horticultural  oi^^anizations.— The 
organizations  contemplated  by  section  103  (1)  as  entitled  to  exemp- 
tion from  income  taxation  are  those  which — 

(1)  Have  no  net  income  inuring  to  the  benefit  of  any  member; 

(2)  Are  educational  or  instructive  in  character;  and 

(3)  Have  as  their  objects  the  betterment  of  the  conditions  of  those 
engaged  in  such  pursuits,  the  improvement  of  the  grade  of  their 
products,  and  the  development  of  a  higher  degree  of  efficiency  in 
their  respective  occupations. 

Organizations  such  as  county  fairs  and  like  associations  of  a 
quasi-public  character,  which  are  designed  to  encourage  the  develop- 
ment of  better  agricultural  and  horticultural  products  through  a 
system  of  awards,  and  whose  income  from  gate  receipts,  entry  fees, 
and  donations  is  used  exclusively  to  meet  the  necessary  expenses  of 
upkeep  and  operation,  are  thus  exempt.  On  the  other  hand,  associa- 
tions which  have  for  their  purpose,  for  example,  the  holding  of 
periodical  race  meets,  the  profits  from  which  may  inure  to  the  benefit 
of  their  shareholders,  are  not  exempt.  Similarly,  corporations  en- 
gaged in  growing  agricultural  or  horticultural  products  for  profit 
are  not  exempt  from  tax. 

Art.  523.  Mutual  savings  banks.— In  order  that  a  corporation  may 
be  entitled  to  exemption  as  a  mutual  savings  bank,  it  must  appear 
that  it  is  an  organization — 

(1)  Which  has  no  capital  stock  represented  by  shares,  and 

(2)  Whose  earnings,  less  only  the  expenses  of  operation,  are 
distributable  wholly  among  the  depositors. 

If  it  appears  that  the  organization  has  shareholders  who  par- 
ticipate in  the  profits,  the  organization  will  not  be  exempt  from 
income  taxation  under  the  Act 
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Art.  5M.  Imttniftl  Imiefieiavj  lodetlti.— A  fraternal  beneficiary 
society  is  exempt  from  tax  only  if  operated  under  the  **  lodge  system," 
or  for  tlie  exdusiye  benefit  of  tbe  members  of  a  society  so  operating. 
"  Opemting  imder  the  lodge  system  "  misiis  carrying  on  its  activities 
under  a  form  of  organization  that  comprises  local  branches,  chartered 
by  m  pftreet  orgammtioii  and  largely  self-goireming,  called  lodges, 
i^apteiB,  or  the  liloa  In  order  to  be  exempt  it  is  also  necessary  that 
the  society  h&ve  an  estaMished  system  for  the  payment  to  its  members 
or  their  dtependents  of  life,  sick,  accident,  or  other  benefits. 

A».  m.  BuMinc  uid  lo«>  atMeiatia..  ui  cooperative  banks.-A 


building  and  loan  association  organized  pnrsaant  to  and  operating 
in  accordance  witli  the  laws  of  the  United  States  or  a  State  or  Terri- 
tory thereof,  substantially  all  the  business  of  which  association  is 
confined  to  maidiig  losns  to  members,  is  iMliiBd  to  exemption. 

CooperatiTe  bmlss  witlioiit  wtfiM,  ilO(ii  organized  and  operated 
for  mutual  purposes  and  wiHiout  profit  are  eaanpt.  Credit  unions 
such  as  those  organiwl  under  the  laws  ai  Massachusetts,  being  in 
substance  and  im  fact  ^m  same  as  oooperatiye  banks,  are  likewise 
tpinpiw'itw.  irom  tax. 

Axr.  §26.  Oenetary  eompante.— A  cemetery  eon^aiiy  may  be  enti* 
'tfid.  to  eQwaption — 

(1)  If  it  is  owned  by  and  operated  exelnaiEvely  lur  the  benefit  of 
its  lot  owners,  or 

(2)  If  it  is  not  operated  ^w  profil 

Any  cemdsery  owporatibn  chartered  solely  imt  burial  purposes 
■■#  nut  permitted  by  its  charter  to  «igage  in  any  businen  not 
liMiiHirily  incident  to  that  purpose,  is  enempi  from  income  tax, 
Brovided  that  no  part  of  its  net  eamii^  inures  to  the  benefit  of 
any  private  shareholder  or  individual.  ▲  cemetery  company  which 
fulfills  tile  other  reipirements  of  the  Act  may  be  exempt,  even 
though  it  issues  preferred  stock  entitling  the  holders  to  dividends 
at  a  fixed  rate,  provided  that  its  artielee  of  incorporation  require— 

(1)  That  the  preferred  stock  shall  be  retired  at  par  as  soon  as  suf- 
ficient funds  are  realized  from  sales^  ami 

{%)  That  all  funds  not  required  for  the  payment  of  divid^ids 
upon  or  for  the  retirement  of  preferred  stock  shall  be  used  by  the 
company  for  ti«  care  aad  improvement  of  the  cemetery  property. 

Art.  527.  Beligiovs,  ^laritable,  leieiitiie,  literary,  and  educational 
orgamzations  and  oommunity  elieits. — In  order  to  be  exempt  under 
section  103  (6),  the  organization  must  meet  two  tests: 

(1)  It  must  be  organized  and  operated  exclusively  for  one  or 
more  of  the  specified  purposes;  and 
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(2)  Its  net  income  must  not  inure  in  whole  or  in  part  to  the 
benefit  of  private  shareholders  or  individuals. 

Corporations  organized  and  operated  exclusively  for  charitable 
purposes  comprise,  in  general,  organizations  for  the  relief  of  the 
poor.  The  fact  that  a  corporation  established  for  the  relief  of 
indigent  persons  may  receive  voluntary  contributions  from  the  per- 
sons intended  to  be  relieved  will  not  necessarily  deprive  it  of 
exemption. 

An  association  whose  sole  purpose  is  the  instruction  of  the  public, 
or  an  association  whose  primary  purpose  is  to  give  lectures  on  sub- 
jects useful  to  the  individual  and  beneficial  to  the  community  may 
be  exempt  as  an  educational  corporation,  even  though  such  an 
association  has  incidental  amusement  features.  Associations  formed 
to  disseminate  controversial  or  partisan  propaganda  are  not  educa- 
tional within  the  meaning  of  the  Act. 

Since  a  corporation  to  be  exempt  under  section  103  (6)  must  be 
organized  and  operated  exclusively  for  one  or  more  of  the  specified 
purposes,  an  organization  which  has  certain  religious  purposes  and 
which  also  manufactures  and  sells  articles  to  the  public  for  profit, 
is  not  exempt  even  though  its  property  is  held  in  common  and  its 
profits  do  not  inure  to  the  benefit  of  individual  members  of  ikm 
organization. 

The  words  "private  shareholder  or  individual"  in  section  103 
refer  to  individuals  having  a  personal  and  private  interest  in  the 
activities  of  the  corporation. 

Art.  528.  Business  leagues,  chambers  of  commerce,  real  estate  boards, 
and  boards  of  trade. — ^A  business  league  is  an  association  of  persons 
having  some  common  business  interest,  the  purpose  of  which  is  to 
promote  such  common  interest  and  not  to  engage  in  a  regular  busi- 
ness of  a  kind  ordinarily  carried  on  for  profit.  It  is  an  organizati<m 
of  the  same  general  class  as  a  chamber  of  commerce  or  board  of  trade. 
Thus  its  activities  should  be  directed  to  the  improvement  of  business 
conditions  or  to  the  promotion  of  the  general  objects  of  one  or  more 
lines  of  business  as  distinguished  from  the  performance  of  particular 
services  for  individual  persons.  An  organization  whose  purpose  is  to 
engage  in  a  regular  business  of  a  kind  ordinarily  carried  on  for  profit, 
even  though  the  business  is  conducted  on  a  cooperative  basis  or  pro- 
duces only  sufficient  income  to  be  self-sustaining,  is  not  a  business 
league.  An  association  engaged  in  furnishing  information  to  pro- 
spective investors,  to  enable  them  to  make  sound  investments,  is  not  a 
business  league,  since  its  activities  do  not  further  any  common  busi- 
ness interest,  even  though  all  of  its  income  is  devoted  to  the  purpose 
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siftted.  A  stock  exchange  is  not  ft  business  league,  a  chamber  of  com- 
merce, or  a  board  of  trade  within  the  meaning  of  the  law  and  is  not 
exempt  from  tax. 

Akt.  529.  Civic  leagnes  and  local  associations  of  employees. — Civic 
liagiies  entitled  to  exemption  under  section  103  (8)  comprise  those 
not  organized  for  profit  but  operated  exclusively  for  purposes  bene- 
fieiairthe  community  as  a  whole,  and,  in  general,  include  organi- 
lations  engaged  in  promoting  the  welfare  of  mankind,  other  than 
organizations  comprehended  within  section  103  (6).  Certain  local 
associations  of  employees  are  also  expressly  entitled  to  exemption 
under  section  103  (8).  The  Act  prescribes  as  conditions  to  exemp- 
tion (1)  that  the  membership  of  such  an  association  be  limited  to 
the  employees  of  a  designated  person  or  persons  in  a  particular 
mimicipality,  and  (2)  that  the  net  earnings  of  the  association  be 
devoted  exclusively  to  charitable,  educational,  or  recreational  pur- 
poses. See  article  527  with  reference  to  the  meaning  of  "chari- 
table"  and  "educational "  in  the  Act. 

Abt.  530.  Social  clnln. — ^The  exemption  granted  by  section  103  (9) 
applies  to  practically  all  social  and  recreation  clubs  which  are  sup- 
ported by  membership  fees,  dues,  and  assessments.  If  a  club,  by 
^n  of  the  compre^n^  powers  gxunted  in  its  charter,  e.^gl 
in  traffic,  in  agriculture  or  horticulture,  or  in  the  sale  of  real  estate, 
timber,  etc.,  for  profit,  such  club  is  not  organized  and  operated  exclu- 
sively for  pleasure,  recreation,  or  social  purposes,  and  any  profit 
realized  from  such  activities  is  subject  to  tax. 

Amt.  531.  Local  beaeToknt  life  latizanoe  associatioiLS,  mutiial  iiri- 
ffttion  and  tdcplioiie  coupamieg,  and  like  organizations. — It  is  a  pre- 
rafuisite  to  exemption  under  section  103  (10)  that  at  least  85  per 
cent  of  the  income  of  the  organization  shall  consist  of  amounts  col- 
lected from  members  for  the  sole  purpose  of  meeting  losses  and 
expenses.  If  an  organization  issues  policies  for  stipulated  cash  pre- 
miums, or  if  it  requires  advance  deposits  to  cover  the  cost  of  the 
iBSur.^  and  .na^tains  inve^e^ts  from  which  more  than  15  per 
cent  of  its  income  is  derived,  it  is  not  entitled  to  exemption.  On  the 
other  hand,  an  organization  may  be  entitled  to  exemption,  although 
it  Buikes  advance  assessments  for  the  sole  purpose  of  meeting  future 
losses  and  expenses,  provided  that  the  balance  of  such  assessments 
remaining  on  hand  at  the  end  of  the  year  is  retained  to  meet  losses 
and  expenses  or  is  returned  to  members. 

The  phrase  "of  a  purely  local  character"  applies  to  benevolent 
life  insurance  associations,  and  not  to  the  other  organizations  speci- 
fied in  section  103  (10).  It  applies,  however,  to  any  organization 
seeking  exemption  OQ  the  ground  that  it  is  an  organization  similar 
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to  a  benevolent  life  insurance  association.  An  organization  of  a 
purely  local  character  is  one  whose  business  activities  are  confined 
to  a  particular  community,  place,  or  district,  irrespective,  however, 
of  political  subdivisions. 

Art.  532.  Farmers'  cooperative  marketing  and  purchasing  atsociationi, 
and  corporations  organized  to  finance  crop  operations. — (a)  Cooperative 
associations  engaged  in  the  marketing  of  farm  products  for  farmers, 
fruit  growers,  live-stock  growers,  dairymen,  etc.,  and  turning  back 
to  the  producers  the  proceeds  of  the  sales  of  their  products,  less  the 
necessary  operating  expenses,  on  the  basis  of  the  products  furnished 
by  them,  are  exempt  from  income  tax  and  shall  not  be  required  to 
file  returns.  Thus  cooperative  dairy  companies  which  are  engaged 
in  collecting  milk  and  disposing  of  it  or  the  products  thereof  and 
distributing  the  proceeds,  less  necessary  operating  expenses,  among 
the  producers  upon  the  basis  of  the  quantity  of  milk  or  of  butter  fat 
in  the  milk  furnished  by  such  producers,  are  exempt  from  the  tax. 
If  the  proceeds  of  the  business  are  distributed  in  any  other  way 
than  on  such  a  proportionate  basis,  the  association  does  not  meet  the 
requirements  of  the  Act  and  is  not  exempt.  An  association  which 
has  capital  stock  will  not  for  such  reason  be  denied  exemption,  (1) 
if  the  dividend  rate  of  such  stock  is  fixed  at  not  to  exceed  the  legaJ 
rate  of  interest  in  the  State  of  incorporation  or  8  per  cent  per  annum, 
whichever  is  greater,  on  the  value  of  the  consideration  for  which  the 
stock  was  issued,  and  (2)  if  substantially  all  of  such  stock  (with  the 
exception  noted  below)  is  owned  by  producers  who  market  their 
products  or  purchase  their  supplies  and  equipment  through  the  asso- 
ciation. Any  ownership  of  stock  by  others  than  such  actual  pro- 
ducers must  be  satisfactorily  explained  in  the  association's  applica- 
tion for  exemption.  The  association  will  be  required  to  show  that 
the  ownership  of  its  capital  stock  has  been  restricted  as  far  as 
possible  to  such  actual  producers.  If  by  statutory  requirement  all 
officers  of  an  association  must  be  shareholders,  the  ownership  of  a 
share  of  stock  by  a  nonproducer  to  qualify  him  as  an  officer  will  not 
destroy  the  association's  exemption.  Likewise,  if  a  shareholder  for 
any  reason  ceases  to  be  a  producer  and  the  association  is  unable,  be- 
cause of  a  constitutional  inhibition  or  other  reason  beyond  the  con- 
trol of  the  association,  to  purchase  or  retire  the  stock  of  such  non- 
producer,  the  fact  that  under  such  circumstances  a  small  amount  of 
the  outstanding  capital  stock  is  owned  by  shareholders  who  are  no 
longer  producers  will  not  destroy  the  exemption.  The  restriction 
placed  on  the  ownership  of  capital  stock  of  an  exempt  cooperative 
association  shall  not  apply  to  nonvoting  preferred  stock,  provided 
the  owners  of  such  stock  are  not  entitled  or  permitted  to  participate, 
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directly  or  indirectly,  in  the  profits  of  the  association,  upon  dissolu- 
tion or  otherwise,  beyond  the  fixed  dividends.  The  accumulation 
and  maintenance  of  a  reserve  required  by  State  statute,  or  the  accu- 
mulation and  maintenance  of  a  reasonable  reserve  or  surplus  for  any 
necessary  purpose,  such  as  to  provide  for  the  erection  of  buildings  and 
facilities  required  in  business  or  for  the  purchase  and  installment 
of  machinery  and  equipment  or  to  retire  indebtedness  incurred  for 
such  purposes,  will  not  destroy  the  exemption.  An  association  will 
not  be  denied  exemption  because  it  markets  the  products  of  non- 
members,  provided  the  value  of  the  products  marketed  for  non- 
members  does  not  exceed  the  value  of  the  products  marketed  for 
members. 

(6)  Cooperative  associations  engaged  in  the  purchasing  of  sup- 
plies and  equipment  for  farmers,  fruit  growers,  live-stock  growers, 
dairymen,  etc.,  and  turning  over  such  supplies  and  equipment  to 
them  at  actual  cost,  plus  the  necessary  operating  expenses,  are  exempt. 
The  provisions  of  paragraph  (a)  relating  to  a  reserve  or  surplus  and 
to  capital  stock  shall  apply  to  associations  coming  under  this  para- 
graph. An  association  which  purchases  supplies  and  equipment  for 
nonmembers  will  not  for  such  reason  be  denied  exemption,  provided 
the  value  of  the  purchases  for  nonmembers  does  not  exceed  the  value 
of  the  supplies  and  equipment  purchased  for  members,  and  provided 
the  value  of  the  purchases  made  for  nonmembers  who  are  not  pro- 
ducers does  not  exceed  15  per  cent  of  the  value  of  all  its  purchases. 
In  order  to  be  exempt  under  either  (a)  or  (h)  an  association  must 
establish  that  it  has  no  net  income  for  its  own  account  other  than 
ilttt  reflected  in  a  reserve  or  surplus  authorized  in  paragraph  (a). 
An  association  engaged  both  in  marketing  farm  products  and  in  pur- 
chasing supplies  and  equipment  is  exempt  if  as  to  each  of  its  func- 
tions it  meets  the  requirements  of  the  Act 

(e)  Corporations  organized  by  farmers'  cooperative  marketing  or 
purchasing  associations,  or  the  members  thereof,  for  the  purpose  of 
financing  the  ordinary  crop  operations  of  such  members  or  other  pro- 
ducers are  also  exempt,  provided  the  marketing  or  purchasing  asso- 
ciation is  exempt  under  section  103  (12)  (see  paragraphs  (a)  and  {h) 
of  this  article),  and  the  financing  corporation  is  operated  in  conjunc- 
tion with  the  marketing  or  purchasing  association.  The  provisions 
of  paragraph  (a)  relating  to  a  reserve  or  surplus  and  to  capital  stock 
^baU  also  apply  to  corporations  coming  under  this  paragraph. 

SEC.  m.  ACCUMULATION  OP  SURPLUS  TO  EVADB  SURTAXES. 

(a)  If  any  corporatioii,  liowefer  created  w  arganiaedt  to  fonned 
or  availed  c^  for  tbe  purpoe©  of  preventing  the  impoadtlon  <rf  the 
anrtax  upon  Ita  ehareliold^nEi  throni^  the  medium  of  permitting  ita 


Art.  m2 


§104 


t 


i 


% '" 


h 


••i 


1 


SUPPLEMBNTAL  PBOVISIOirS 


155 


gains  and  profits  to  accumulate  instead  of  being  divided  or  distributed, 
there  shaU  be  levied,  collected,  and  paid  for  each  taxable  year  upon 
the  net  income  of  such  corporation  a  tax  equal  to  50  per  centum  of 
the  amount  thereof,  which  shall  be  in  addition  to  the  tax  imposed  by 
section  13  and  shall  be  computed,  collected,  and  paid  upon  the  same 
basia  and  in  the  same  manner  and  subject  to  the  same  provisions  of 
law,  including  i)enalties,  as  that  tax. 

(b)  The  fact  that  any  corporation  is  a  mere  holding  or  investment 
company,  or  that  the  gains  or  profits  are  permitted  to  accumulate 
beyond  the  reasonable  needs  of  the  business,  shall  be  prima  facie 
evidence  of  a  purpose  to  escape  the  surtax. 

(c)  As  used  in  this  section  the  term  "net  income"  means  the  net 
inccMne  as  defined  in  section  21,  increased  by  the  sum  of  the  amount 
of  the  dividend  deduction  allowed  under  section  23  (p)  and  the 
amount  of  the  interest  on  obligations  of  the  United  States  issued  after 
September  1,  1917,  which  would  be  subject  to  tax  in  whole  or  in  part 
in  the  hands  of  an  individual  owner. 

(d)  The  tax  imposed  by  this  section  shall  not  apply  if  all  the  share- 
holders of  the  corporation  include  (at  the  time  of  filing  their  returns) 
in  their  gross  income  their  entire  distributive  shares,  whether  dis- 
tributed or  not,  of  the  net  income  of  the  corporation  for  such  year. 
Any  amount  so  induded  in  the  gross  income  of  a  shareholder  shall 
be  treated  as  a  dividend  received.  Any  subsequent  distribution  made 
by  the  corporation  out  of  the  earnings  or  profits  for  such  taxable  year 
shall,  if  distributed  to  any  shareholder  who  has  so  included  in  his 
gross  income  his  distributive  share,  be  exempt  from  tax  in  the  amount 
of  the  share  so  included. 

Ajst.  541,  Taxation  of  corporatioii  ntilized  for  evaaion  of  surtax. — 
Section  104  is  designed  to  discourage  the  formation  or  use  of  a 
corporation  for  the  purpose  of  preventing  the  imposition  of  sur- 
taxes upon  its  shareholders,  through  the  device  of  permitting  its 
gains  and  profits  to  accumulate  instead  of  being  distributed.  If 
a  domestic  or  foreign  corporation  is  so  formed  or  availed  of,  it  is 
subject  to  a  tax  at  the  rate  of  50  per  cent  upon  its  net  income  in  addi- 
tion to  the  tax  imposed  by  section  13.  However,  the  additional  tax 
at  the  rate  of  50  per  cent  does  not  apply  for  1928  or  any  subsequent 
taxable  year  if  all  the  shareholders  of  the  corporation  include  (at 
the  time  of  filing  their  returns)  in  their  gross  income  their  entire 
distributive  share,  whether  distributed  or  not,  of  the  net  income  of 
the  corporation  for  such  year  or  years.  Any  amount  so  included 
in  the  gross  income  of  a  shareholder  shall  be  treated  as  a  dividend 
received,  and  any  subsequent  distribution  made  by  the  corporatiou 
out  of  the  earnings  or  profits  for  such  taxable  years  shall,  if  dis- 
tributed to  any  shareholder  who  has  so  included  in  his  gross  income 
his  distributive  share,  be  exempt  from  tax  in  the  amount  of  the 
share  so  included. 
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AiT.  542.  Purpose  to  escape  surtax. — ^Prima  facie  evidence  of  a 
purpose  to  escape  the  surtax  exists  where  a  corporation  is  a  mere 
investment  company,  where  a  corporation  has  practically  no  business 
except  holding  stocks,  securities,  or  other  property  and  collecting  the 
income  therefrom  or  investing  therein,  or  where  a  corporation  other 
than  a  mere  holding  or  investment  company  permits  its  gains  and 
profits  to  accumulate  beyond  the  reasonable  needs  of  the  business. 
The  statutory  presumption  that  a  mere  holding  or  investment  com- 
pany  is  subject  to  the  additional  tax  imposed  by  section  104  may  be 
overcome  if  the  corporation  can  show,  either  by  reason  of  the  fact 
that  it  distributed  a  large  portion  of  its  earnings  for  the  year  in 
question,  or  that  its  stock  was  held  not  by  the  members  of  a  family 
or  of  a  small  group  but  by  a  large  number  of  persons  and  in  com- 
paratively small  blocks,  or  by  other  evidence,  that  it  was  not  availed 
of  for  the  purpose  of  preventing  the  imposition  of  the  surtax  upon 
its  shareholders. 

The  business  of  a  corporation  is  not  merely  that  which  it  has 
previously  carried  on,  but  includes  in  general  any  line  of  business 
which  it  may  legitimately  midertake.  However,  a  radical  change 
of  business  when  a  considerable  surplus  has  been  accumulated  may 
afford  evidence  of  a  purpose  to  escape  the  surtax.  When  one  corpo- 
ration owns  the  stock  of  another  corporation  in  the  same  or  a  re- 
lated line  of  business  and  in  effect  operates  the  other  corporation, 
the  business  of  the  latter  may  be  considered  in  substance  the  busi- 
ness of  the  first  corporation.  Gains  and  profits  of  the  first  corpora- 
tion put  into  the  second  through  the  purchase  of  stock  or  otherwise 
may  therefore,  if  a  subsidiary  relationship  is  established,  constitute 
employment  of  the  income  in  its  own  business.  To  establish  that  the 
business  of  one  corporation  can  be  regarded  as  including  the  business 
of  another  it  is  ordinarily  essential  that  the  first  corporation  own 
substantially  all  of  the  stock  of  the  second.  Investment  by  a  corpo- 
ration of  its  income  in  stock  and  securities  of  another  corporation  is 
not  without  anything  further  to  be  regarded  as  employment  of  the 
income  in  its  business. 

Abt.  543.  Unreasonable  accumulatioii  of  profits. — ^An  accumulation 
of  gains  and  profits  is  unreasonable  if  it  is  not  required  for  the  pur- 
poses of  the  business,  considering  all  the  circumstances  of  the  case. 
It  is  not  intended,  however,  to  prevent  reasonable  accumulations  of 
surplus  for  the  needs  of  the  business.  No  attempt  can  be  made  to 
enumerate  all  the  ways  in  which  gains  and  profits  of  a  corporation 
may  be  accumulated  for  the  reasonable  needs  of  the  business.  Dis- 
tributions made  by  a  corporation  shortly  after  the  close  of  its  taxable 
year  shall  be  taken  into  consideration  in  determining  the  reason- 
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ableness  of  the  amount  of  earnings  and  profits  of  the  'corporation 
retained  by  it  for  such  year.  Undistributed  income  is  properly 
accumulated  if  invested  in  increased  inventories  or  additions  to 
plant  reasonably  needed  by  the  business.  It  is  properly  accmnu- 
lated  if  retained  for  working  capital  required  by  the  business  or  in 
accordance  with  contract  obligations  placed  to  the  credit  of  a  sinking 
fund  for  the  purpose  of  retiring  bonds  issued  by  the  corporation.  In 
the  case  of  a  banking  institution  the  business  of  which  is  to  receive 
and  loan  money,  using  capital,  surplus,  and  deposits  for  that  purpose, 
undistributed  income  actually  represented  by  loans  or  reasonably 
retained  for  future  loans  is  not  accumulated  beyond  the  reasonable 
needs  of  the  business.  The  nature  of  the  investment  of  gains  and 
profits  is  immaterial  if  they  are  not  in  fact  needed  in  the  business. 
It  is  an  imreasonable  accumulation  of  gains  and  profits  by  corpora- 
tions with  the  purpose  of  enabling  their  shareholders  to  escape  sur- 
taxes on  such  gains  and  profits  which  subjects  such  corporations  to 
the  additional  tax  imposed  by  section  104.  Among  other  things,  the 
financial  condition  of  the  corporation  at  the  close  of  the  taxable  year 
and  the  manner  in  which  its  funds  are  invested  at  that  date,  determine 
the  reasonableness  of  the  accumulations. 

For  the  purpose  of  section  104  the  term  "  net  income  "  means  the 
net  income  of  the  corporation  as  defined  in  section  21  increased 
by  the  sum,  of  (1)  the  amount  received  as  dividends  and  allowed 
as  a  deduction  by  section  23  (p),  plus  (2)  the  amount  of  interest 
on  obligations  of  the  United  States  issued  after  September  1,  1917, 
which  would  be  subject  to  tax  in  whole  or  in  part  in  the  hands  of  an 
individual  owner.  The  Commissioner,  or  any  collector  upon  direc- 
tion from  the  Commissioner,  may  require  any  corporation  to  furnish 
a  statement  of  its  accumulated  gains  and  profits,  the  name  and  ad- 
dress of,  and  number  of  shares  held  by,  each  of  its  shareholders,  and 
the  amounts  that  would  be  payable  to  each,  if  the  income  of  the 
corporation  were  distributed     (See  section  149  (c),) 

SEC.  105.  TAXABLE  PERIOD  EMBRACING  YEARS  WITH  DIFFER- 
ENT LAWS. 

If  it  is  necessary  to  compute  the  tax  for  a  period  beginmng  in  one 
calendar  year  (hereinafter  in  this  section  caUed  "first  calendar  year") 
and  ending  In  the  following  calendar  year  (hereinafter  in  this  section 
called  "second  calendar  year")  and  the  law  applicable  to  the  second 
calendar  year  is  different  from  the  law  applicable  to  the  first  calendar 
year,  then  the  tax  under  this  title  for  the  period  ending  during  the  second 
calendar  year  shall  be  the  sum  of :  (1)  the  same  proportion  of  a  tax  for 
the  entire  period,  determined  under  the  law  applicable  to  the  first 
calendar  year  and  at  the  rates  for  such  year,  which  the  iwrtion  of  such 
period  falling  within  the  first  calendar  year  is  of  the  entire  period; 
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™rti  i    .  P^Port"™  of  «  tax  for  the  enOre  period,  determined 

nnda  Uks  law  applicable  to  the  second  calendar  year  and  at  theTt!« 
for  sjb  year,  which  the  portion  of  snch  period  fining  wlthto  the  s^o^ 
calendar  year  Is  of  the  aitlre  period.  "un  tne  second 

xd^i/^i^^f^/*^  ""^  ^  1928.-The  tax  for  a  period  begin- 
™iS  ^  ^    attnbutable  to  the  calendar  year  1927,  found  by  com- 

?»^dtrth?.r-  ^''^Tr  «*  the  taxpayer  for  the  fiscal 
year  under  the  provisions  of  the  Bevenue  Act  of  1926,  and  bv  taking 

SZT'^T  ^*  "'''  **Lr*^*''^  ^''^  P«^-  «*  tJ^^  period  f^mJf 
withm  the  calendar  year  1927  is  of  the  entire  period; 

«„;■     "JJ**  !**  attributable  to  the  calendar  year  1928,  found  by  com- 
™5?.^*J  •"^"  the  income  of  the  taxpayer  for  the  fiscal  year 

under  the  provisions  of  the  Bevenue  Act  of  1928,  and  by  takin/thi 

wX:^r  1  T""  **"  "'^''^  *^  Po^""  «'  the  perioS  f  auS^ 
within  the  calendar  year  1928  is  of  the  entire  period 

«?^e??n"'r:atdaCa'.?^'8*rL''  *'%*?^'"  ^^«^  ^^^ 
be  computed  as  provS  ^Se  4         '"  "'  *''  ^""^^"^  ^"'^ 

SUPPLEMENT  B— COMPUTATION   OP  NET  INCOMl 

[Supplementary  to  Subtitle  B.  Part  II] 
SEC  111.  DETBRMINATION  OF  AMOUNT  OF  GAIN  OR  LOSS. 

fwi*Lfr'''*l****''  f  ^^  "^  10M.-Bxcept  88  hereinafter  provided  in 
TnlTT  "^^  ''''^  ^"^  *^^  "^^  ^  ^^^  dispoeition  of  prX^ 
^1^  T""  '"T"  "^  "*'  '^'^'  "^"^  '^^^^om  over  the  S 
provided  in  section  118.  and  the  loss  shall  be  the  excess  of  such  ZZ 
over  the  amount  realized.  ^ 

^S^  ^^i!!!?*''*.*''  ^*«*»—I°  computing  the  amount  of  gain  or  loss 
under  subsection  (a) 

(1)  Proper  adjustment  shall  be  made  for  any  expenditure   re- 
c^pt.  loss,  or  other  item,  properly  chargeable  to  capital  accciunt, 

tioLs  f^^e^ltfc:"  wLranTtlXl^i  "^"^""^  ^'  "^^  ^^"^ 
^  ^    ,  j^-^«usuun,  wear  and  tear,  obsolescence,   amortization 

To^f^  :^*^7  "^  ""*  '"""^"""'  "^  «■«  Proper^^' 
auowable  in  leqiect  of  siidi  property  under  this  Act  or  prior 

S^Tn^^"";.""*.  •"  »«» •=»*  *»«  the  amount  of  the  dlinlnn- 
»?^:^*^^  dei«etl«i  exceed  a  depletion  deduction  computed 
without  refera.ce  to  dl«w«y  value  under  secUon  114  (b)  (2)  or 
to  p«watage  depletion  under  section  114  (b)    (3).    In  addition, 

^t^r^tUT!^'  7T  '"'°*''^  "^"^  """^'"  !•  "13.  the  basis  (U 
other  than  the  fair  mariiet  value  as  of  March  1,  1913)   «hall  be 

dlmlnlahed  to  the  amount  of  exhaustion,  wear  and   tear    o^J^ 

lescence,  u»l  depletion  u^tuall,  austalned  before  such  date,  and 
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(3)  In  the  case  of  stock  the  basis  shall  be  diminished  by  the 
amount  of  distributions  previously  made  in  respect  of  such  stock, 
to  the  extent  provided  under  the  law  applicable  to  the  year  in 
which  the  distributicm  was  made. 

(c)  Amount  realized. — The  amount  realized  from  the  sale  or  other 
di^osition  of  property  shaU  be  the  sum  of  any  money  rec^ved  plus  the 
fair  market  value  of  the  property  (other  than  money)  received. 

(d)  Eecognition  of  gain  or  loss. — In  the  case  of  a  sale  or  exchange, 
the  extent  to  which  the  gain  or  loss  determined  under  this  section 
shall  be  recognized  for  the  purposes  of  this  title,  shall  be  determined 
under  the  provisions  of  section  112. 

(e)  Installment  sales.^Nothing  in  this  section  shall  be  construed  to 
prevent  (in  the  case  of  property  sold  under  contract  providing  for  pay- 
ment in  installments)  the  taxation  of  that  portion  of  any  installment 
payment  representing  gain  or  profit  in  the  year  in  which  such  payment 
is  received. 

Art.  561.^  Determination  of  the  amount  of  gain  or  loss.— Section  111 
sets  forth  the  rules  for  the  determination  of  the  amount  of  gain  or 
loss  from  the  sale  or  other  disposition  of  property.  In  general,  the 
gain  from  the  sale  or  other  disposition  of  property  is  the  excess  of 
the  amount  realized  therefrom  over  the  cost  or  other  basis  provided 
in  section  113  and  articles  591-604,  and  the  loss  is  the  excess  of 
such  cost  or  other  basis  over  the  amount  realized.  Whether  gain  or 
loss  from  a  sale  or  exchange  shall  be  recognized,  and  if  so,  the  extent 
to  which  it  is  to  be  recognized  for  the  purpose  of  income  taxation, 
must  be  determined  under  the  provisions  of  section  112  and  articles 
671-580. 

The  amount  realized  from  the  sale  or  other  disposition  of  prop- 
erty is  the  sum  of  any  money  received  plus  the  fair  market  value 
of  the  property  (other  than  money)  received.  The  fair  market 
value  of  property  is  a  question  of  fact,  but  only  in  rare  and  extraor- 
dinary cases  does  property  have  no  fair  market  value.  In  computing 
the  amoimt  of  gain  or  loss,  however,  the  cost  or  other  basis  of  the 
property  shall  be  properly  adjusted  for  any  expenditure,  receipt,  loss, 
or  other  item  properly  chargeable  to  capital  account,  including  the 
cost  of  improvements  and  betterments  made  to  the  property  since 
the  basic  date  and  carrying  charges,  such  as  taxes  on  unproductive 
property.  Where  the  taxpayer  has  elected  to  deduct  carrying  charges 
in  computing  net  income,  or  used  such  charges  in  determining  his 
liability  for  filing  returns  of  income  for  prior  years,  the  cost  or 
other  basis  may  not  be  increased  by  such  items  in  computing  the 
gain  or  loss  from  the  subsequent  sale  of  the  property.  The  cost  or 
other  basis  of  the  property  must  also  be  decreased  by  the  amount  of 
the  deductions  for  exhaustion,  wear  and  tear,  obsolescence,  amortiza- 
tion,  and  depletion  which  have  since  the  acquisition  of  the  property 

1  See  T.  D.  4321,  p.  368. 
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l»eeii  allowable  in  respect  of  such  property,  whether  or  not  such  deduc- 
tions were  claimed  by  the  taxpayer  or  formally  allowed.  Adjustment 
t4>  the  cost  or  other  basis  on  account  of  such  allowable  deductions  as 
distinguished  from  the  deductions  actually  taken  in  prior  years, 
will  be  made  only  upon  the  basis  of  explicit  and  convincing  evidence 
(and  calculations  based  upon  a  theoretical  formula  are  not  such  evi- 
dence) that  the  deductions  taken  were  insufficient  or  excessive,  as  the 
case  may  be,  due  regard  being  given  to  the  expenditures  made  by 
the  taxpayer  to  maintain  the  effective  usefulness  of  the  property. 
In  no  case  shall  the  amount  of  the  diminution  in  respect  of  depletion 
exceed  a  depletion  deduction  computed  without  reference  to  discov- 
ery value  in  the  case  of  mines,  or  without  reference  to  the  allowance 
for  depletion  provided  by  section  114  (b)  (3)  in  the  case  of  oil  and 
gas  wells.  (See  articles  241  and  611.)  Ill  addition,  if  the  property 
was  acquired  before  March  1,  1013,  the  basis  (if  other  than  the  fair 
market  value  as  of  March  1, 1913)  must  be  diminished  by  the  amount 
of  exhaustion,  wear  and  tear,  obsolescence,  and  depletion  actually 
sustained  before  that  date.  In  the  case  of  stock  the  basis  must  be 
diminished  by  the  amount  of  distributions  previously  made  in  respect 
of  such  stock,  to  the  extent  provided  under  the  law  applicable  to  the 
year  in  which  the  distribution  was  made. 

Example  (1) :  A  purchased  property  in  1923  for  $10,000.  He 
subsequently  expended  $6,000  for  improvements,  which  was  not  de- 
ductible as  a  business  expense.  The  depreciation  allowable  with 
respect  to  the  property  for  the  period  held  amounted  to  $1,000.  If  A 
seUs  the  property  in  1928  for  $20,000,  the  amount  of  his  gain  will 
be  $6,000. 

Example  (B) :  A  purchased  property  in  1923  for  $10,000.  The 
depreciation  allowable  with  respect  to  the  property  for  the  period 
held  amounted  to  $1,000.  If  A  sells  the  property  in  1928  for  $8,000, 
the  amount  of  his  loss  will  be  $1,000. 

In  the  case  of  property  sold  on  the  installment  plan,  section  111 
and  this  article  shall  not  be  construed  as  preventing  the  taxation  of 
that  portion  of  any  installment  payment  representing  gain  or  profit 
in  the  year  in  which  such  payment  is  received.  (See  section  44  and 
articles  351-355.) 

SBC.  112.  RECOGNITION  OF  GAIN  OR  LOSS. 

(m)  General  mle. — Upon  the  sale  or  exchange  of  property  the  entire 
amount  of  the  gain  or  loss,  determined  under  section  111,  shaU  be  rec- 
ognized, except  as  hereinafter  provided  In  this  section. 
(b)  Exchanges  lolely  in  Mnd.~ 

(1)  Peopebty  held  fob  PBonuonvE  usi  <Nt  INVESTMENT.— No  gain 
OP  loss  shall  be  recognized  if  property  held  for  productive  use  in 
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tradel  or  buainesa  or  for  investment  (not  including  stock  in  trade  or 
other  property  held  primarily  for  scJe,  nor  stodcs,  bonds,  notec^ 
choses  in  action,  certificates  of  trust  or  beneficial  interest,  or  other 
securities  or  evidences  of  indebtedness  or  interest)  is  exchanged 
solely  for  property  of  a  like  kind  to  be  held  either  for  productive 
use  in  trade  or  business  or  for  investment. 

(2)  Stock  fob  stock  op  same  cobporatton. — ^No  gain  or  loss  shall 
be  recognized  if  common  stock  in  a  corporation  is  exchanged  sol^y 
for  common  stock  in  the  same  corporation,  or  if  preferred  stock  in 
a  corporation  is  exchanged  solely  for  preferred  stock  in  the  same 
corporation. 

(3)  Stock  for  stock  on  eex)eoanization. — ^No  gain  or  lose  shall 
be  recognized  if  stock  or  securities  in  a  corporation  a  party  to  a 
reorganization  are,  in  pursuance  of  the  plan  of  reorganization, 
exchanged  solely  for  stock  or  securities  in  such  corporaticm  or  in 
another  corporation  a  party  to  the  reorganization, 

(4)  Same — Gain  op  cobpobation. — No  gain  or  loss  shall  be  recog- 
nized if  a  corporation  a  party  to  a  reorganization  exchanges  prop- 
erty, in  pursuance  of  the  plan  of  reoi^anization,  solely  for  stock  or 
securities  in  another  coriwration  a  party  to  the  reorganization. 

(5)  Tbansfeb  to  corpobatton  contbolled  by  tbanspebob. — ^No 
gain  or  loss  shall  be  recognized  if  proi)erty  is  transferred  to  a  cor- 
poration by  one  or  more  persons  solely  in  exchange  for  stock  or 
securities  in  such  corporation,  and  immediately  after  the  exchange 
such  person  or  persons  are  in  control  of  the  coriwration ;  but  in 
the  case  of  an  exchange  by  two  or  more  persons  this  paragraph 
shall  apply  only  if  the  amount  of  the  stock  and  securities  received 
by  each  is  substantially  in  proportion  to  his  interest  in  the  property 
prior  to  the  exchange. 

<«)  Gain  from  exchanges  not  solely  in  kind. — 

(1)  If  an  exchange  would  be  within  the  provisions  of  subsection 
(b)  (1),  (2),  (3),  or  (5)  of  this  section  if  it  were  not  for  the  fact 
that  the  property  received  in  exchange  consists  not  only  of  pro|>- 
erty  permitted  by  such  paragraph  to  be  received  without  the  recog- 
nition of  gain,  but  also  of  other  property  or  money,  then  the  gain, 
if  any,  to  the  recipient  shall  be  recognized,  but  in  an  amount  not 
in  excess  of  the  sum  of  such  money  and  the  fair  market  value  of 
such  other  inroperty. 

(2)  If  a  distribution  made  in  pursuancel  of  a  plan  of  reorganiza- 
tion is  within  the  provisions  of  paragraph  (1)  of  this  subsection 
but  has  the  effect  of  the  distribution  of  a  taxable  dividend,  then 
th^*e  shall  be  taxed  as  a  dividend  to  each  distributee  such  an 
amount  of  the  gain  recognized  under  paragraph  (1)  as  is  not  in 
excess  of  his  ratable  share  of  the  undistributed  earnings  and  profits 
of  the  corporation  accumulated  after  February  28,  1913.  The  re- 
mainder, if  any,  of  the  gain  recognized  under  paragrairti  (1)  shall 
be  taxed  as  a  gain  from  the  exchange  of  property. 

(d)  Same — gain  of  corporation. — If  an  exchange  would  be  within  the 
provisions  of  subsection  (b)  (4)  of  this  section  if  it  were  not  for  the 
fact  that  the  property  received  in  exchange  consists  not  only  ot  stock 
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or  securities  permitted  by  such  paragraph  to  be  received  without  the 
recognition  of  gain,  but  also  of  other  property  or  money,  then — 

(1)  If  the  corporation  receiving  such  other  property  or  money 
distributes  it  in  pursuance  of  the  plan  of  reorganization,  no  gain 
to  the  corporation  sliall  be  recognized  from  the  exchange,  but 

(2)  If  the  corporation  receiving  such  other  property  or  money 
does  not  distribute  it  in  pursuance  of  the  plan  of  reorganization, 
the  gain,  if  any,  to  the  corporation  shall  be  recognized,  but  in  an 
amount  not  in  excess  of  the  sum  of  such  money  and  the  fair 
market  value  of  such  other  property  so  received,  which  is  not  so 
distributed. 

(e)  loss  from  exchanges  not  solely  in  Mud.— If  an  exchange  would 
be  within  the  provisions  of  subsection  (b)  (1)  to  (5),  inclusive,  of  this 
section  if  it  were  not  for  the  fact  that  the  property  received  In  ex- 
change consists  not  only  of  property  permitted  by  such  paragraph  to 
be  received  without  the  recognition  of  gain  or  loss,  but  also  of  other 
property  or  money,  then  no  loss  from  the  exchange  shall  be  recognized. 

(f)  Involuntary  convcrsions.-^If  property  (as,  a  result  of  its  destruc- 
tion in  whole  or  in  part,  theft  or  seizure,  or  an  exercise  of  the 
power  of  requisition  or  condemnation,  or  the  threat  or  imminence 
thereof)  is  compulsorily  or  involuntarily  converted  into  property 
similar  or  related  in  service  or  use  to  the  property  so  converted,  or 
into  money  which  is  forthwith  in  good  faith,  under  regulations  pre- 
scribed by  the  Commissioner  with  the  approval  of  the  Secretary,  ex- 
pended in  the  acquisition  of  other  property  similar  or  related  in  service 
or  use  to  the  property  so  converted,  or  in  the  acquisition  of  control  of 
a  corporation  owning  such  other  property,  or  in  the  establishment  of 
a  replacement  fund,  no  gain  or  loss  shall  be  recognized.  If  any  part 
of  the  money  is  not  so  expended,  the  gain,  If  any,  shall  be  recognized, 
but  in  an  amount  not  in  excess  of  the  money  which  is  not  so  expended. 

(f )  Distribution  of  itook  on  reorganizatioii.— If  there  is  distributed, 
in  pursuance  of  a  plan  of  reorganization,  to  a  shareholder  in  a  cor- 
poration a  party  to  the  reorganization,  stock  or  securities  in  such 
corporation  or  in  another  corporation  a  party  to  the  reorganization, 
without  the  surrender  by  such  shareholder  of  stock  or  securities  in 
such  a  corporation,  no  gain  to  the  distributee  from  the  receipt  of  such 
stock  or  securities  shall  be  recognized. 

(k)  Same — elTect  on  future  distributions.— The  distribution,  in  pur- 
suance of  a  plan  of  reorganizatiMi,  by  or  on  behalf  of  a  corporation  a 
party  to  the  reorganization,  of  its  stock  or  securities  or  stock  or  securi- 
ties in  a  corporation  a  party  to  the  reorganization,  shall  not  be  con- 
sidered a  distribution  of  earnings  or  profits  within  the  meaning  of 
section  115  (b)  for  the  purpose  of  determining  the  taxability  of  sub- 
sequent distributions  by  the  corporation. 

(1)  BeflnitioB  of  reorganization. — ^As  used  in  this  section  and  sections 
113  and  115 — 

(1)  The  term  "  reorganization  "  means  (A)  a  merger  or  consoli- 
dation (including  the  acquisition  by  one  corporation  of  at  least 
a  majority  of  the  voting  stock  and  at  least  a  majority  of  the  total 
number  of  shares  of  all  other  classes  of  stock  of  another  corpora- 
tion, or  substantially  all  the  properties  of  another  corporation), 


4   •* 


•Vi' 


K 


Art.  mi 


§112 


SUPPLEMENTAL  PROVISIONS 


M 


or  (B)  a  transfer  by  a  corporation  of  all  or  a  part  of  its  assets  to 
another  corporation  if  immediately  after  the  transfer  the  trans- 
feror or  its  stockholders  or  both  are  in  control  of  the  corporation 
to  which  the  assets  are  transferred,  or  (C)  a  recapitalization,  or 
<D)  a  mere  change  in  identity,  form,  or  place  of  organization, 
however  effected, 

(2)  The  term  "  a  party  to  a  reorganization  "  includes  a  corpora- 
tion resulting  from  a  reorganization  and  includes  both  corporations 
In  the  case  of  an  acquisition  by  one  corporation  of  at  least  a 
majority  of  the  voting  stock  and  at  least  a  majority  of  the  total 
number  of  shares  of  all  other  classes  of  stock  of  another  cor- 
^  poratioo. 

(j)  Definition  of  controL — As  used  in  tils  section  the  term  **  control " 
means  the  ownership  of  at  least  80  per  centum  of  the  voting  stock  and 
at  least  80  per  centum  of  the  total  number  of  shares  of  all  other  classes 
of  stock  of  the  corporation. 

Art.  571.  Recognition  of  gain  or  losa. — ^In  the  case  of  a  sale  or 
exchange,  the  extent  to  which  the  amount  of  gain  or  loss  determined 
under  section  111  sh&ll  be  recognized,  is  governed  by  the  provi- 
sions of  section  112.  Section  112  provides  that  the  entire  amount 
of  the  gain  or  loss  upon  any  sale  or  exchange  of  property  shall  be 
recognized,  with  specified  exceptions  therein  set  forth,  which  aro 
discussed  in  articles  672-580.  Unless  the  sale  or  exchange  falls 
within  the  provisions  of  these  articles  the  entire  amount  of  the  gain 
oir  loss  thereon  must  be  calculated  and  reported. 

Art.  572.  Exchange*  of  property. — In  tibie  following  cases  no  gain 
or  loss  is  recognized : 

(a)  If  property  held  for  productive  use  in  trade  or  business  or 
for  investment  (not  including  stock  in  trade  or  other  property  held 
primarily  for  sale,  nor  stocks,  bonds,  notes,  choses  in  action,  certifi- 
cates of  trust  or  beneficial  interest,  or  other  securities  or  evidences 
of  indebtedness  or  interest)  is  exchanged  solely  for  property  of  a 
like  kind  to  be  held  either  for  productive  use  in  trade  or  business 
or  for  investment  The  words  "  like  kind  "  have  reference  to  the 
nature  or  character  of  the  property  and  not  its  grade  or  quality. 
Therefore,  under  this  paragraph  no  gain  or  loss  is  realized  by  one 
other  than  a  dealer  from  the  exchange  of  real  estate  for  other  real 
estate.  One  kind  or  class  of  property  may  not,  under  tiiis  para- 
graph, be  exchanged  for  property  of  a  different  kind  or  class,  as 
real  estate  for  personal  property.  However,  a  leasehold  of  a  fee 
with  30  years  or  more  to  run  will  be  considered  property  of  like 
kind  to  real  estate.  The  fact  that  any  real  estate  involved  in  an 
exchange  is  improved  or  unimproved  makes  no  difference,  for  such 
fact  relates  only  to  the  grade  or  quality  of  the  property  and  not  to 
its  kind  or  dass.    Unproductive  real  estate  held  by  one  other  than 
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a  dealer  for  future  use  or  future  realization  of  the  increment  in 
value  is  held  for  investment  and  not  primarily  for  sale. 

{h)  If  common  stock  in  a  corporation  is  exchanged  solely  for 
common  stock  in  the  same  corporation,  or  if  preferred  stock  in  a 
corporation  is  exchanged  solely  for  preferred  stock  in  the  same 
corporation. 

(c)  If  property,  real,  personal,  or  mixed,  is  transferred  to  a  cor- 
poration (1)  by  one  person  solely  in  exchange  for  stock  or  securities 
in  such  corporation,  and  immediately  after  the  exchange  such  per- 
son is  in  control  of  the  corporation,  or  (2)  by  two  or  more  persons 
solely  in  exchange  for  stock  or  securities  in  such  corporation,  and  if 
immediately  after  the  exchange  such  persons  are  in  control  of  the 
corporation,  and  the  amount  of  stock  and  securities  received  by  each 
is  substantially  in  proportion  to  his  interest  in  the  property  prior  to 
the  exchange.  See  section  112  (j)  and  article  677  lor  definition  of 
"  control." 

Example:  A  owns  a  patent  right  worth  $25,000  and  B  a  manu- 
facturing plant  worth  $75,000.  A  and  B  organize  the  X  Corporation 
with  a  capital  stock  of  $100,000.  A  transfers  his  patent  right  to  the 
X  Corporation  for  $25,000  of  its  stock;  B  transfers  his  plant  to  the 
X  Corporation  for  $75,000  of  its  stock.  No  gain  or  loss  is  recognized 
from  this  transaction. 

Abt.  573.  Exchanges  of  property  for  oHier  property  and  moaey.—If 
an  exchange  would  fall  within  the  provisions  of  article  572  but 
for  the  fact  that  the  property  received  in  exchange  consists  not  only 
of  property  permitted  by  that  article  to  be  received  without  the 
recognition  of  gain,  but  also  of  other  property  or  money,  the  gain, 
if  any,  to  the  recipient  shall  be  recognized,  but  in  an  amount  not 
in  excess  of  the  sum  of  the  money  and  the  fair  market  value  of  the 
other  property.  No  loss  from  such  an  exchange  will  be  recognized.  • 
(See  section  112  (e).) 

Example:  A  in  1928  exchanged  real  estate  which  he  had  pur- 
chased in  1917  for  $5,000  for  other  real  estate  having  a  fair  market 
value  of  $f  ,000  and  $2,000  in  cash.  The  gain  from  the  transaction, 
that  is,  $3,000,  is  recognized  only  to  the  extent  of  $2,000,  the  amount 
which  was  received  in  cash.  A's  taxable  income  from  the  exchange 
is,  therefore,  $2,000.  See  article  597  for  the  basis  for  determining 
gain  or  loss  from  a  subsequent  sale. 

Abt.  574.  Eichangei  in  oonneetioii  with  corporate  reorganizations. — 
The  Act  provides  that  no  gain  or  loss  shall  be  recognized  if,  in  pur- 
suance of  a  plan  of  reorganization,  stock  or  securities  in  a  corporation 
a  party  to  a  reorganization  are  eixchanged  solely  for  stock  or  securi- 
ties in  such  corporation  or  in  another  corporation  a  party  to  the 
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reorganization,  or  if,  in  pursuance  of  a  reorganization  plan,  a  cor- 
poration a  party  to  a  reorganization  exchanges  property  solely  for 
stock  or  securities  in  another  corporation  a  party  to  the  reorganiza- 
tion.   If  two  or  more  corporations  reorganize,  for  example,  by — 

(1)  The  merger  of  the  X  Corporation  into  the  Y  Corporation, 

(2)  The  consolidation  of  the  X  Corporation  and  the  Z  Corpwation 
into  the  Y  Corporation,  a  new  corporation, 

(3)  The  acquisition  by  the  Y  Corporation  of  a  majority  of  the 
voting  stock  and  a  majority  of  the  total  number  of  shares  of  all  other 
classes  of  stock  of  the  X  Corporation  or  of  substantially  all  of  the 
properties  of  the  X  Corporation,  or 

(4)  The  transfer  by  the  X  Corporation  of  a  part  of  its  assets  to 
the  Y  Corporation  where  immediately  after  the  transfer  the  X  Cor- 
poration or  its  shareholders  or  both  are  in  control  of  the  Y  Corpo- 
ration— 

then  no  taxable  income  is  received  from  the  transaction  by  the  X 
Corporation  or  the  Z  Corporation  if  the  sole  consideration  received 
by  the  corporations  is  stock  or  securities  of  the  Y  Corporation ;  and 
no  taxable  income  is  received  from  the  transaction  by  the  shareholders 
of  either  the  X  Corporation  or  the  Z  Cwporation  if  the  sole  con- 
sideration received  by  the  shareholders  is  stock  or  securities  of  the 
Y  Corporation. 

If  a  reorganization  is  accomplished  by  the  transfer  by  the  X  Cor- 
poration of  a  part  of  its  assets  to  the  Y  Corporation  in  exchange  for 
the  stock  of  the  Y  Corporation  and  the  X  Corporation  distributes  to 
its  shareholders  the  stock  of  the  Y  Corporation,  no  gain  to  the  share- 
holders from  the  receipt  of  such  stock  is  recognized.     (See  artide 

576.) 

Provision  is  madei  in  the  Act  for  cases  in  which  gain  to  the  share- 
holders is  recognized,  in  connection  with  a  reorganization,  through 
the  receipt  of  cash  or  property  other  than  the  stock  of  a  corporation 
a  party  to  the  reorganization.     (See  article  575.) 

Records  in  substantial  form,  showing  the  basis  of  the  stock  or 
property  exchanged  and  the  amount  of  property  or  money  received 
in  exchange,  must  be  kept  to  enable  the  determination  of  gain  or  loss 
from  a  subsequent  disposition  of  the  stock  or  property  received  in 

exchange. 

Art.  575.  Exchanges  in  reorganizations  for  stock  or  securities  and 
other  property  or  money. — ^If  stock  or  securities  in  a  corporation  a 
party  to  a  reorganization  are,  in  pursuance  of  the  plan  of  reorgani- 
zation, exchanged  for  stock  or  securities  in  such  corporation  or 
in  another  corporation  a  party  to  the  reorganization  and  other 
property  or  money,  the  gain,  if  any,  to  the  recipient  will  be  reoog- 
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mzed  m  an  amount  not  in  excess  of  the  sum  of  the  money  and  the 
fmr  market  value  of  the  other  property.  No  loss  from  such  an  ex- 
change  wiU  be  recognized.  (See  section  112  (e).)  If  a  distribution 
of  property  or  money  in  the  course  of  a  reorganization  is  otherwise 
within  the  provisions  of  this  paragraph,  but  has  the  effect  of  the 
distribution  of  a  taxable  dividend,  there  shall  be  taxed  to  each  dis- 
tributee (1)  as  a  dividend,  such  an  amount  of  the  gain  recognized 
under  this  paragraph  as  is  not  in  excess  of  the  distributee's  ratable 
share  of  the  undistributed  earnings  and  profits  of  the  corporation 
accumulated  after  February  28,  1913,  and  (2)  as  a  gain  from  the 
exchange  of  property,  the  remainder  of  the  gain  recognized  under 
this  paragraph. 

^  Example  (1):  A,  in  connection  with  a  reorganization,  exchanges 
in  1928  a  share  of  stock  in  the  X  Corporation,  purchased  in  1921  for 
$100,  for  {a)  a  share  of  stock  in  the  Y  Corporation,  a  party  to  the 
reorganization,  which  has  a  fair  market  value  of  $90,  and  (&)  $20 
cash.  The  gain  from  the  transaction,  $10,  is  recognized  and  taxed 
to  A.  See  article  597  for  the  basis  for  determining  gain  or  loss  from 
a  subsequent  sale. 

Example  {2) :  The  X  Corporation  has  a  capital  of  $100,000  and 
earnings  and  profits  of  $50,000  accumulated  since  February  28,  1913. 
The  X  Corporation  in  1928  transfers  all  its  assets  to  the  Y  Corpora- 
tion in  exchange  for  the  issuance  of  all  of  the  stock  of  the  Y  Cor- 
poration and  the  payment  of  $50,000  in  cash  to  the  shareholders  of 
the  X  Corporation.  A,  who  owns  one  share  of  stock  in  the  X  Cor- 
poration, for  which  he  paid  $100,  receives  a  share  of  stock  in  the 
Y  Corporation  worth  $100  and  in  addition  $50  in  cash.  A  wiU  be 
liable  to  the  surtax  on  $50. 

If,  in  pursuance  of  a  plan  of  reorganization,  property  is  ex- 
changed by  a  corporation  a  party  to  a  reorganization  for  stock 
or  securities  in  another  corporation  a  party  to  the  reorganization 
and  other  property  or  money,  then,  if  the  other  property  or  money 
received  by  the  corporation  is  distributed  by  it  pursuant  to  the 
plan  of  reorganization,  no  gain  to  the  corporation  will  be  recognized. 
If  the  other  property  or  money  received  by  the  corporation  is  not 
distributed  by  it  pursuant  to  the  plan  of  reorganization,  the  gain, 
if  any,  to  the  corporation  from  the  exchange  will  be  recognized  in 
an  amount  not  in  excess  of  the  sum  of  the  money  and  the  fair  market 
value  of  the  other  property  so  received  which  is  not  distributed.  In 
either  case  no  loss  from  the  exchange  will  be  recognized.  (See  sec- 
ticm  112  (e).) 

Abt.  576.  Beoeipt  of  itook  or  lecnrities  in  reorganization.— If ,  with- 
out any  surrender  of  his  stock  or  securities,  a  shareholder  in  a  cor- 
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poration  a  party  to  a  reorganization  receives  in  pursuance  of  the 
plan  of  reorganization  stock  or  securities  in  such  corporation  or  in 
another  corporation  a  party  to  the  reorganization,  no  gain  to  the 
shar^older  will  be  recognized. 

Abt.  577.  Definitions.— The  term  "  reorganization,"  as  used  in  sec- 
tions 112,  113,  and  115  means — 

.  (1)  A  merger  or  consolidation  (including  the  acquisition  by  one 
corporation  of  at  least  a  majority  of  the  voting  stock  and  at  least  a 
majority  of  the  total  number  of  shares  of  all  other  classes  of  stock 
of  another  corporation,  or  substantially  all  the  properties  of  another 
corporation) , 

(2)  A  transfer  by  a  corporation  of  all  or  a  part  of  its  assets  to 
another  corporation  if  immediately  after  the  transfer  the  transferor 
or  its  stockholders  or  both  are  in  control  of  the  corporation  to  which 
the  assets  are  transferred, 

(3)  A  recapitalization,  or 

(4)  A  mere  change  m  identity,  form,  or  place  of  organization, 
however  effected. 

The  term  "  a  party  to  a  reorganization "  as  used  in  sections  112 
and  113  includes  a  corporation  resulting  from  a  reorganization 
and  includes  both  coiporations  in  the  case  of  an  acquisition  by  one 
corporation  of  at  least  a  majority  of  the  voting  stock  and  at  least  a 
majority  of  the  total  number  of  ^ares  of  all  other  classes  of  stock  of 
another  corporation.  This  definition  is  not  an  all-inclusive  one,  but 
simply  enumerates  certain  cases  with  respect  to  which  doubt  might 
arise. 

^  A  person  is,  or  two  or  more  persons  are,  "  in  control  "  of  a  corpora- 
tion, within  the  meaning  of  section  112,  when  owning — 

(1)  At  least  80  per  cent  of  the  voting  stock,  and 

(2)  At  least  80  per  cent  of  the  total  number  of  shares  of  all  other 
classes  of  stock  of  the  corporation. 

As  used  in  section  112,  as  well  as  in  other  provisions  of  the  Act, 
the  conjunction  "  or  "  is  used  to  denote  both  the  conjunctive  and  the 
disjunctive,  and  the  singular  is  used  to  include  the  plural.  For 
example,  the  provisions  of  article  574  are  complied  with  if  "  stock 
and  securities"  are  received  in  exchange  as  well  as  if  "stock  or 
securities  "  are  received,  and  if  securities  in  the  same  corporation, 
together  with  securities  in  another  corporation  a  party  to  the  reor- 
ganization or  in  other  corporations  parties  to  the  reorganization,  are 
received  in  exchange. 

Akt.  578.  Source  of  distribution  of  stock  or  securities. — ^The  general 
rule,  provided  in  section  115  (b),  that  every  distribution  is  made 
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out  of  earnings  or  profits  to  the  extent  thereof  and  from  the  most 
recently  accumulated  earnings  or  profits,  does  not  apply  to  a  dis- 
tribution, in  pursuance  of  a  plan  of  reorganization,  by  or  on  behalf 
of  a  corporation  a  party  to  the  reorganization,  of  its  stock  or 
securities  or  of  stock  or  securities  in  a  corporation  a  party  to  the 
reorganization.  Such  a  distribution  will  not  be  considered  a  dis- 
tribution of  earnings  or  profits  in  determining  the  amount  of  earn- 
ings  and  profits  accumulated  since  February  28,  1913,  which  are 
available  for  distribution  and  which  under  section  115  (b)  must  be 
distributed  before  earnings  and  profits  accumulated  before  March  1, 
1913,  may  be  distributed  exempt  from  tax. 

Example:  The  X  Corporation  has  a  capital  of  $100,000,  earnings 
and  profits  accumulated  prior  to  March  1,  1913,  of  $25,000,  and  earn- 
ings and  profits  of  $50,000  accumulated  after  February  28,  1913.  It 
causes  the  organization  of  the  Y  Corporation,  to  which  it  transfers 
$50,000  of  its  assets  in  exchange  for  all  of  the  stock  of  the  Y  Corpora- 
tion.  It  thrai  distributes  the  stock  of  the  Y  Corporation  as  a  divi- 
dend to  its  shareholders.  No  gain  to  the  shareholders  from  the 
receipt  of  this  stock  will  be  recognized  under  the  provisions  of  section 
112  (g)  and  article  576,  nor  will  the  distribution  be  considered  a 
distribution  of  earnings  or  profits  in  determining  the  amount  of 
namings  and  profits  accumulated  since  February  28, 1913,  on  hand  for 
subsequent  distribution  as  a  dividend. 

The  provisions  of  this  article  apply  to  the  case  in  which  the  X  Cor- 
poration distributes  the  stock  of  the  Y  Corporation  as  a  dividend  the 
case  in  which  the  X  Corporation  distributes  the  stock  of  the  Y 
Corporation  in  retirement  of  a  portion  of  the  stock  of  the  X  Corpo- 
ration, and  the  case  in  which  the  Y  Corporation  issues  its  stock  direct 
to  the  shareholders  of  the  X  Corporation. 

Akt.  579.  Involimtary  conTenion  of  property.— Section  112  (f) 
deals  with  cases  in  which  property  is  compulsorily  or  involuntarily 
converted  into  similar  property,  or  into  money,  as  a  result  of  fire 
shipwreck,  theft,  condemnation,  or  similar  causes  enumerated  in' 
the  Act.  If  the  property  so  destroyed,  stolen,  seized,  or  condemned 
is  replaced  m  kind  by  similar  property  or  property  related  in  service 
or  use,  no  gain  or  loss  is  recognized.  If,  however,  the  original 
property  is  compulsorily  or  involuntarily  converted  into  money, 
gam  or  loss  will  be  recognized  unless  the  money  is  forthwith,  under 
regulations  prescribed  by  the  Commissioner  with  the  approval  of 
the  Secretary,  expended — 

(1)  In  the  acquisition  of  other  property  similar  or  related  in 
service  or  use  to  the  property  so  converted, 
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(2)  In  the  acquisition  of  control  of  a  corporation  owning  such 
other  property,  or 

(3)  In  the  establishment  of  a  replacement  fund. 

If  any  part  of  the  money  is  not  so  expended,  the  gain,  if  any,  shall 
be  recognized,  but  in  an  amount  not  in  excess  of  the  money  which  is 
not  so  expended.  See  article  601  for  the  basis  for  determining  gain 
or  loss  from  the  sale  or  other  disposition  of  the  property  so  acquired. 

Art.   580.  Keplacement  funds.— In  any   case  where  the  taxpayer 
elects  to  replace  or  restore  the  converted  property  but  it  is  not 
practicable  to   do  so  immediately,   he  may  obtain   permission  to 
establish  a  replacement  fund  in  his  accounts  in  which  part  or  all  of 
the  compensation  so  received  shall  be  held,  without  deduction  for 
the  payment  of  any  mortgage.    In  such  a  case  the  taxpayer  should 
make  application  to  the  Commissioner  on  Form  1114  for  permis- 
sion to  establish  such  a  replacement  fund,  and  in  his  application 
should  recite  all  the  facts  relating  to  the  transaction  and  declare 
that  he  will  proceed  as  expeditiously  as  possible  to  replace  or  restore 
such  property.     The  taxpayer  will  be  required  to  furnish  a  bond  with 
such  surety  as  the  Commissioner  may  require  in  an  amount  not 
in  excess  of  double  the  esthnated  additional  income  taxes  which 
would  be  payable  if  no  replacement  fund  were  established      (See 
section  1126  of  the  Revenue  Act  of  1926.)     The  estimated  additional 
taxes,  for  the  amount  of  which  the  claimant  is  required  to  furnish 
security,  should  be  computed  at  the  rates  at  which  the  claimant 
would  have  been  obliged  to  pay,  taking  into  consideration  the  re- 
mainder of  his  net  income  and  resolving  against  him  all  matters  in 
aispute  affecting  the  amount  of  the  tax.     Only  surety  companies 
holding  certificates  of  authority  from  the  Secretary  of  the  Treasury 
as  acceptable  sureties  on  Federal  bonds  will  be  approved  as  sureties 
The  application  should  be  executed  in  triplicate,  so  that  the  Commis- 
sioner, the  applicant,  and  the  surety  or  depositary  may  each  have 
a  copy. 

SEC.  113.  BASIS  FOR  DETERMINING  GAIN  OR  LOSS. 

(a)  Property  acquired  after  Pebmary  28,  1913.— The  basis  for  deter- 
mining the  gain  or  loss  from  the  sale  or  other  dispositicMi  of  property 
acquired  after  February  28,  1913,  shaU  be  the  cost  of  such  property 
except  that—  *^^jr, 

(1)  INVBNTOEY  vALuiL— If  the  property  should  have  been  in- 
cluded in  the  last  inventory,  the  basis  shall  be  the  last  inventory 
value  thereof; 

(2)  Gift  after  De«embeib  31,  1920.— If  the  property  was  ae- 
quired  by  gift  after  December  31,  1920,  the  basis  shall  be  the  same 
as  it  would  be  in  the  hands  of  the  donor  or  the  last  preceding 
owner  by  whom  it  was  not  acquired  by  gift    If  the  facts  neces- 
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wary  to  determine  such  basis  are  unknown  to  the  donee,  the  Oom- 
nlSBioner  shall,  if  possible,  obtain  sach  facts  from  sncli  donor  or 
last  preceding  owner,  or  any  other  person  cognizant  thereof.  If  the 
Commissioner  finds  it  impossible  to  obtain  snch  facts,  the  basis 
shall  be  the  fair  market  value  of  snch  property  as  fonnd  by  the 
Ck>mmissioner  as  of  the  date  or  approximate  date  at  which,  ao> 
cording  to  the  best  information  that  the  Commissioner  is  able  to 
obtain,  snch  property  was  acquired  by  such  donor  or  last  preced- 
ing owner; 

(3)  Tbansfeb  in  tkubt  jjrrm  December,  31,  1920. — If  the  pro^ 
erty  was  acquired  after  December  31,  1920,  by  a  transfer  in  trust 
(other  than  by  a  transfer  in  trust  by  a  bequest  or  devise)  the  basis 
shall  be  the  same  as  it  would  be  in  the  hands  of  the  grantor,  in- 
creased in  the  amount  of  gain  or  decreased  in  the  amount  of  loss 
recognized  to  the  grantor  upon  such  transfer  under  the  law  ap- 
plicable to  the  year  in  which  the  transfer  was  made; 

(4)  Gift  or  transfis  in  trust  BnroBU  January  1,  1921.— If  the 
property  was  acquired  by  gift  or  transfer  in  trust  on  or  before 
December  31, 1920,  the  basis  shall  be  the  fair  market  value  of  such 
property  at  the  time  of  such  acquisition.  The  provisions  of  this 
paragraph  shall  apply  to  the  acquisition  of  such  property  interests 
as  are  spedfled  in  section  402  (e)  of  the  Revenue  Act  of  1921,  or 
in  section  302  (f)  of  the  Revenue  Act  of  1924  or  the  Revenue  Act 
of  1926  (r^ating  to  property  passing  under  power  of  appointment) 
regardless  of  the  time  of  acquisition ; 

(5)  Property  TRANSMrrrRo  at  imoath. — If  personal  property  was 
acquired  by  specific  bequest,  or  if  real  property  was  acquired  by 
general  or  specific  devise  or  by  intestacy,  the  basis  shall  be  the  fair 
market  value  of  the  property  at  the  time  of  the  death  of  the  de- 
cedent.  If  the  prcqjerty  was  acquired  by  the  decedent's  estate  from 
the  decedent,  the  basis  in  the  hands  of  the  estate  shall  be  the  fair 
market  value  of  the  property  at  the  time  of  the  death  of  the 
decedent.  In  all  other  cases  if  the  property  was  acquired  either  by 
will  or  by  intestacy,  the  basis  shall  be  the  fair  market  value  of  the 
property  at  the  time  of  the  distribution  to  the  taxpayer.  In  the 
case  of  property  transferred  in  trust  to  pay  the  income  for  life  to 
or  upon  the  order  or  direction  of  the  grantor,  with  the  riglit  re- 
served to  the  grantor  at  all  times  prior  to  his  death  to  revoke  the 
trust,  the  basis  of  such  property  in  the  hands  of  the  persons  entitled 
under  the  terms  of  the  trust  instrument  to  the  property  after 
the  grantor's  death  shall,  after  such  death,  be  the  same  as  if  the 
trust  instrument  had  been  a  will  executed  on  the  day  of  the 
grantor's  death; 

(6>  TAx-imrai  BXOHANOES  GENERALLY. — If  the  property  was  ao^ 
quired  upon  an  exchange  described  in  section  112  (b)  to  (e), 
inclusive,  the  basis  shall  be  the  same  as  in  the  case  of  the  property 
exchanged,  decreased  In  the  amount  of  any  money  received  by  the 
taxpayer  and  increased  In  the  amount  of  gain  or  decreased  in  the 
amount  of  loss  to  the  taxpayer  that  was  recognized  upon  such 
exchange  under  the  law  applicable  to  the  year  in  which  the 
exchange  was  made.    If  the  property  so  acquired  consisted  in  part 
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of  the  type  of  property  permitted  by  section  112  (b)  to  be  received 
without  the  recognition  of  gain  or  loss,  and  in  part  of  other 
property,  the  basis  provided  in  this  paragraph  shall  be  allocated 
between  the  properties  (other  than  money)  received,  and  for  the 
purpose  of  the  allocation  there  shall  be  assigned  to  such  other 
property  an  amount  equivalent  to  its  fair  market  value  at  the  date 
of  the  exchange.  This  paragraph  shall  not  apply  to  property 
acquired  by  a  corporation  by  the  issuance  of  its  stock  or  securities 
as  the  consideration  in  whole  or  in  part  for  the  transfer  of  the 
property  to  it ;      , 

(7)  Transfers  to  corporation  where  control  of  property  re- 
mains IN  same  persons. — If  the  property  was  acquired  after  De- 
cember 31,  1917,  by  a  corporation  in  connection  with  a  reorganiza- 
tion, and  immediately  after  the  transfer  an  interest  or  control 
in  such  property  of  80  per  centum  or  more  remained  in  the  same 
persons  or  any  of  them,  then  the  basis  shall  be  the  same  as  it 
would  be  in  the  hands  of  the  transferor,  increased  in  the  amount 
of  gain  or  decreased  in  the  amount  of  loss  recognized  to  the  trans- 
feror upon  such  transfer  under  the  law  applicable  to  the  year  in 
which  the  transfer  was  made.  This  paragraph  shall  not  apply  if 
the  property  acquired  consists  of  stock  or  securities  in  a  corpora- 
tion a  party  to  the  reorganization,  unless  acquired  by  the  issu- 
ance of  stock  or  securities  of  the  transferee  as  the  consideration 
in  whole  or  in  part  for  the  transfer ; 

(8)  Same — Corporation  controlled  by  transferor. — If  the  prop- 
erty was  acquired  after  December  31,  1920,  by  a  corporation  by 
the  issuance  of  its  stock  or  securities  in  connection  with  a  transac- 
tion described  in  section  112  (b)  (5)  (including,  also,  cases 
where  part  of  the  consideration  for  the  transfer  of  such  property 
to  the  corporation  was  propCTty  or  money,  in  addition  to  such 
stock  or  securities),  then  the  basis  shall  be  the  same  as  it  would 
be  in  the  hands  of  the  transferor,  increased  in  the  amount  of  gain 
or  decreased  in  the  amount  of  loss  recognized  to  the  transferor 
upon  such  transfer  under  the  law  applicable  to  the  year  in  which 
the  transfer  was  made ; 

(9)  Tax-free  distributions. — If  the  property  consists  of  stock 
or  securities  distributed  after  December  31,  1923,  to  a  taxpayer  in 
connection  with  a  transaction  described  in  section  112  (g),  the 
basis  in  the  case  of  the  stock  in  respect  of  which  the  distribution 
was  made  shall  be  apportioned,  under  rules  and  regulations  pre- 
scribed by  the  Commissioner  with  the  approval  of  the  Secretary, 
between  such  stock  and  the  stock  or  securities  distributed ; 

(10)  Involuntary  conversion. — ^If  the  property  was  acquired  as 
the  result  of  a  compulsory  or  involuntary  conversion  described  in 
section  112  (f),  the  basis  shall  be  the  same  as  in  the  case  of  the 
property  so  converted,  decreased  in  the  amount  of  any  money  re- 
ceived by  the  taxpayer  which  was  not  expended  in  accordance  with 
the  provisions  of  law  (applicable  to  the  year  in  whidi  such  con- 
version was  made)  determining  the  taxable  status  of  the  gain  or 
loss  upon  such  conversion,  and  increased  in  the  amount  of  gain 
or  decreased  in  the  amount  of  loss  to  the  taxpayer  recognized  upon 
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BOdi  conyersioD  micler  the  law  applicable  to  the  year  In  which 
BQCfa  c(HiversioD  was  made; 

(11)  Wash  salbs  or  stock.— If  substantially  identical  property 
was  acquired  after  December  31,  W20,  in  place  of  stock  or  securi- 
ties which  were  sold  or  disposed  of  and  in  respect  of  which  loss 
was  not  allowed  as  a  deduction  under  section  118  of  this  Act,  or 
under  section  214  (a)  (5)  or  234  (a)  (4)  of  the  Revenue  Act  of 
1921,  the  Revenue  Act  of  1924,  or  the  Revenue  Act  of  1926,  the 
basis  in  the  case  of  the  property  so  acquired  shall  be  the  basis 
In  the  case  of  the  stock  or  securities  so  sold  or  disposed  of,  excel* 
that  If  the  repurchase  price  was  in  excess  of  the  sale  price  such 
basis  shall  be  increased  in  the  amount  of  the  difference,  or  if  the 
repurchase  price  was  less  than  the  sale  price  such  basis  shall  be 
decreased  in  the  amount  of  the  difference ; 

(12)  Property  aoquibiii  duung  affiliation.— In  the  case  of 
property  acquired  by  a  corporation,  during  a  period  of  afflliation, 
from  a  corporation  with  which  it  was  afQIiated,  the  basis  of  such 
property,  after  such  period  of  affUiation,  shall  be  determined,  in 
accordance  with  regulations  prescribed  by  the  CJommissioner  with 
the  approval  of  the  Secretary,  without  regard  to  inter-company 
transactions  in  respect  of  which  gain  or  loss  was  not  recognized. 
For  the  purposes  of  this  paragrai*,  the  term  "  period  of  affiliation  " 
means  the  period  during  which  such  corporations  were  affiliated 
(determined  in  accordance  with  the  law  applicable  thereto)  but 
does  not  include  any  taxable  year  beginning  on  or  after  January 
1,  1922,  unless  a  consolidated  return  was  made,  nor  any  taxable 
year  after  the  taxable  year  1928.  The  basis  in  case  of  property 
acquired  by  a  corporation  during  any  period,  In  the  taxable  year 
19111  or  any  subsequent  taxable  year,  in  respect  of  which  a  consoli- 
dated return  is  made  by  such  corporation  under  section  141  <rf  this 
Act,  shall  be  determined  In  accordance  with  regulations  prescribed 
under  section  141  (b). 

1%)  Vroperty  a«tiiired  before  Mareh  1,  1918.— The  basis  for  deter- 
MlBlilg  the  gain  or  loss  ftxwn  the  sale  or  ofher  dlqpoBition  of  property 
•fiqnived  before  March  1,  1913,  siHl  he: 

(1)  tie  coat  of  such  property  (or,  In  the  case  of  such  property  as 
Is  described  In  subsection  (a)  (1),  (4),  (5),  or  (12)  of  this  section, 
tlie  basis  as  therein  provided),  or 

(2)  the  fair  market  value  of  siidi  property  as  of  M&rcb  1,  1913, 
whichever  Is  greater.  In  determining  the  fair  market  value  of  stock 
In  a  corporation  as  ©f  Maieh  1,  19111,  doe  regard  shall  be  given  to  the 
fair  market  value  of  the  aaaets  of  the  corporation  as  of  that  date. 

Abt.  501.  WmiM  for  detenniniag  gain  or  low  from  sale.— The  basis 
for  determining  the  gain  or  loss  from  the  sale  or  other  disposition 
of  property  acquired  after  February  28, 1913,  is,  in  general,  the  cost 
of  such  property.  This  general  rule  is,  however,  subject  to  the 
exoeptiwis  set  forth  in  secticm  lia  and  articles  592-604.  The  basis 
lor  determining  the  gain  or  loss  from  the  sale  or  other  disposition  of 
property  acquired  before  March  1, 1913,  is  (1)  the  cost  of  such  prop- 
•riy  (or,  in  the  case  of  guch  property  as  is  described  in  paragraphs 
Art*  091  1 11^ 
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(1),  (4),  and  (5)  of  section  113  (a)  and  articles  592,  596,  and  596, 
tiie  basis  therein  provided) ;  or  (2)  the  fair  market  value  of  such 
property  as  of  March  1,  1913;  whichever  is  greater. 

What  the  fair  market  value  of  property  was  on  March  1,  1913, 
is  a  question  of  fact  to  be  established  by  competent  evidence.  In 
determining  the  fair  market  value  of  stock  in  a  corporation,  due 
regard  shall  be  given  to  the  fair  market  value  of  the  corporate  assets 
on  the  basic  date.  In  the  case  of  property  traded  in  on  public  ex- 
changes, actual  sales  at  or  about  the  basic  date  afford  evidence  of 
value,  but  in  each  case  the  nature  and  extent  of  the  sales  and  the  cir- 
cumstances under  which  they  were  made  must  be  considered.  Thus, 
prices  received  at  forced  sales  or  prices  received  for  small  lots  of 
property  may  be  no  real  indication  of  the  value  of  the  property. 

Art.  592.  Property  included  in  inventory. — If  the  property  should 
have  been  included  in  the  last  inventory,  the  basis  for  determining 
the  gain  or  loss  from  its  sale  or  other  disposition  is  the  last  inventory 
value.  But  see  section  113  (b)  and  article  591  as  to  property  ac- 
quired before  March  1,  1913.  See  section  22  (c)  and  articles  101-^108 
with  reference  to  the  requirements  of  inventories. 

Akt.  593.  Property  acquired  by  gift  after  December  31,  1920.— If 
the  property  was  acquired  by  gift  after  December  31,  1920  (even 
though  the  gift  was  made  in  contemplation  of,  or  was  intended  to 
take  effect  in  possession  or  enjoyment  at  or  after,  the  donor's  death), 
the  basis  is  the  same  as  it  would  be  in  the  hands  of  the  donor  or 
the  last  preceding  owner  by  whom  it  was  not  acquired  by  gift. 
If  the  donee  is  unable  to  ascertain  the  facts  necessary  to  determine 
the  basis,  he  shall  so  state  upon  his  return,  and  the  Commissioner 
will,  if  possible,  obtain  such  facts  from  the  donor  or  last  preceding 
owner,  or  any  other  person  cognizant  thereof.  If  the  Commissioner 
finds  it  impossible  to  obtain  such  facts,  the  basis  shall  be  the  fair 
market  value  of  the  property  as  found  by  the  Commissioner  as  of 
the  date  or  approximate  date  at  which,  according  to  the  best  infor- 
mation the  Commissioner  is  able  to  obtain,  the  property  was  acquired 
by  the  donor  or  last  preceding  owner  by  whom  it  was  not  acquired  by 
gift.  In  order  to  insure  a  fair  and  adequate  appraisal  or  determi- 
nation of  the  proper  basis,  persons  making  gifts  of  property  should 
preserve  an  accessible  record  of  the  facts  necessary  to  determine  the 
cost  of  such  property  and  its  fair  market  value  as  of  March  1,  1913, 
where  pertinent. 

AsT.  594.  Property  acquired  by  transfer  in  trust  after  December  31, 
1920. — In  the  case  of  property  acquired  after  December  31,  1920,  by 
a  transfer  in  trust,  other  than  by  a  transfer  in  trust  by  bequest  or 
devise,  the  basis  shall  be  the  same  as  it  would  be  in  the  hands  of  the 
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grantor,  increased  in  tlie  amount  of  gain  or  decreased  in  the  amount 
of  loss  recognized  to  the  grantor  upon  such  transfer  under  the  law 
applicable  to  the  year  in  which  the  transfer  was  made.  This  article 
applies  to  property  acquired  after  December  31,  1920,  by  a  transfer 
in  trust,  even  though  such  transfer  was  made  in  contemplation  of,  or 
was  intended  to  take  effect  in  possession  or  enjoyment  at  or  after, 
the  grantor's  death.  However,  neither  this  article  nor  article  598 
applies  to  such  property  interests  received  by  the  taxpayer  as  are 
described  in  paragraph  (a)  (2)  of  article  595.  Nor  does  either  arti- 
cle apply  to  property  sold  or  disposed  of  after  the  death  of  the 
grantor  where  such  property  was  transferred  in  trust  to  pay  the 
income  for  life  to  or  upon  the  order  or  direction  of  the  grantor,  with 
the  right  reserved  to  the  grantor  at  all  times  prior  to  his  death  to 
revoke  the  trust.     (See  article  596.) 

Abt.  595.  Property  acquired  by  gift  or  tranifer  in  tnut  on  or  before 
BeceMber  31»  1990. — (a)  In  ccxnputing  the  gain  or  loss  from  the  sale 
or  other  disposition  of  property  acquired  by  gift  or  by  a  transfer  in 
trust  on  or  before  December  31,  1920,  the  basis  (except  as  stated  in 
(h)  oi  this  article)  shall  be  the  fair  market  value  of  such  property  at 
ie  time  of  acquisition.   The  p«.visions  of  this  article  shall  apply  L- 

(1)  Such  property  interests  as  the  taxpayer  has  acquired  on  or 
before  December  31,  1920,  as  the  result  of  a  gift  or  a  transfer  in 
trust,  whether  or  not  made  in  contemplation  of  death  or  intended 
to  take  effect  in  possession  or  enjoyment  at  or  after  death,  and 

(2)  Such  property  interests  as  passed  to  the  taxpayer  under  a 
general  power  of  appointment  exercised  either  by  will  or  by  deed 
executed  in  contemplation  of  death  or  intended  U>  take  effect  in  pos- 
session  or  enjoyment  at  or  after  death,  regardless  of  whether  such 
property  interests  were  acquired  by  the  taxpayer  on  or  before  Decem- 
ber 31, 1920,  or  after  that  date. 

(&)  In  the  case  of  property  acquired  by  gift  or  transfer  in  trust 
prior  to  March  1, 1913,  the  gain  or  loss  from  the  sale  or  other  dispo- 
sition iliereof  shall  be  computed  upon  the  basis  provided  in  section 
113  (b)  and  article  591. 

Abt.  596.  Property  transmitted  at  death. — ^In  the  following  cases 
the  basis  for  determining  gain  or  loss  from  the  sale  or  other  disposi- 
tion of  property  acquired  after  February  28,  1913,  shall  be  the  fair 
market  value  of  the  property  at  the  time  of  the  death  of  the  decedent: 

(1)  Personal  property  acquired  by  specific  bequest; 

(2)  Beal  property  acquired  by  general  or  specific  devise  or  by 
inteeiacy;  and 

(3)  Property,  whether  real  or  p»:^sonal,  in  the  hands  of  a  dece- 
dent's estate,  acquired  by  the  estate  from  the  decedent  (see  article 
863). 
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In  all  other  cases  where  property  was  acquired  either  by  will  or  by 
intestacy  after  February  28,  1913,  the  basis  shall  be  the  fair  market 
value  of  the  property  at  the  time  of  its  distribution  to  the  taxpayer. 

In  the  case  of  property  transferred  in  trust  to  pay  the  income  for 
life  to  or  upon  the  order  or  direction  of  the  grantor,  with  the  right 
reserved  to  the  grantor  at  all  times  prior  to  his  death  to  revoke  the 
trust,  the  basis  of  such  property  in  the  hands  of  the  persons  entitled 
under  the  terms  of  the  trust  instrument  to  the  property  after  the 
grantor's  death  shall,  after  such  death,  be  the  same  as  if  the  trust 
instrument  had  been  a  will  executed  on  the  day  of  the  grantor's 
death.  Accordingly,  if  a  person  is  entitled  to  personal  property 
under  such  a  trust  instrument  after  the  grantor's  death  and  if  such 
property  would  be  deemed  to  be  acquired  by  bequest,  other  than  by 
specific  bequest,  were  the  trust  instrument  a  will,  the  basis  of  th& 
property,  if  acquired  after  February  28,  1913,  would  be  its  fair  mar- 
ket value  at  the  time  it  was  distributed  to  the  taxpayer.  In  all  other 
cases  where  a  person  is  entitled  to  property,  whether  real  or  per- 
sonal, under  such  a  trust  instrument  after  the  grantor's  death,  the 
basis  of  the  property,  if  acquired  after  February  28,  1913,  shall  be  its 
fair  market  value  at  the  time  of  the  grantor's  death. 

If  the  property  was  acquired  prior  to  March  1,  1913,  the  gain  or 
loss  from  the  sale  or  other  disposition  thereof  shall  be  computed  upon 
the  basis  provided  in  section  113  (b)  and  article  591. 

For  the  purposes  of  this  article,  the  value  of  property  as  appraised 
for  the  purpose  of  the  Federal  estate  tax  or  in  the  case  of  estates 
not  subject  to  that  tax,  its  value  as  appraised  in  the  State  court  for 
the  purpose  of  State  inheritance  taxes  shall  be  deemed  to  be  its  &ir 
market  value  at  the  time  of  the  death  of  the  decedent. 

Art.  597.  Property  acquired  upon  an  exchange. — In  the  case  of  prop- 
erty acquired  after  February  28,  1913,  upon  an  exchange  described 
in  section  112  (b),  (c),  (d),  or  (e)  (see  articles  572-577),  the  ba«a 
is  the  same  as  in  the  case  of  the  property  exchanged,  decreased  in  ih» 
amount  of  any  money  received  by  the  taxpayer  and  increased  in  the 
amount  of  gain  or  decreased  in  the  amount  of  loss  to  the  taxpayer 
that  was  recognized  upon  such  exchange  under  the  law  applicable 
to  the  year  in  which  the  exchange  was  made. 

Eivample:  A  purchased  a  share  of  stock  in  the  X  Corporation  in 
1919  for  $100.  Pursuant  to  a  plan  of  reorganization,  A  in  1928 
exchanged  his  share  for  one  share  in  the  Y  Corporation,  worth  $90, 
and  $30  in  cash.  Under  the  provisions  of  section  112  (c)  (see  article 
575),  A  realized  a  taxable  gain  of  $20  from  this  exchange.  The 
basis  of  the  share  of  stock  in  the  Y  Corporation  is  $90;  that  is,  the 
basis  of  the  share  in  the  X  Corporation  ($100)  less  the  amount  of 
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money  received  by  A  ($30)  plus  the  amount  of  gain  recognized  on 
the  exchange  ($20). 

If  the  property  which  was  acquired  upon  an  exchange  described 
in  section  112  (c),  (d),  or  (e)  (see  articles  573  and  675)  consisted  in 
part  of  the  type  of  property  permitted  by  paragraph  (1),  (2),  (3), 
or  (4)  of  section  112  (b)  to  be  received  without  the  recognition  of 
gain  or  loss,  and  in  part  of  other  property,  the  basis  provided  in 
the  first  paragraph  of  this  article  shall  be  allocated  between  the  prop- 
erties (other  than  money)  received.  For  the  purpose  of  this  allo- 
cation there  ^hall  be  assigned  to  such  other  property  an  amount 
equivalent  to  its  fair  market  value  at  the  date  of  the  exchange. 

Example:  A  purchased  a  share  of  stock  in  the  X  Corporation  in 
1920  for  $100.  Upon  a  reorganization  of  the  X  Corporation  in  1928, 
A  received  in  place  of  his  stock  in  the  X  Corporation  a  share  of  stock 
in  the  Y  Corporation  worth  $60,  a  Liberty  bond  worth  $50,  and  in 
addition  $20  in  cash.  Under  section  112  (c)  (1),  A  realized  a  gain  of 
$30  from  the  exchange.  The  basis  of  the  property  received  in 
exchange  is  the  basis  of  the  old  stock  ($100)  decreased  in  the  amount 
of  money  received  ($20)  and  increased  in  the  amount  of  gain  that 
was  realized  ($30)  which  results  in  a  basis  for  the  property  received 
of  $110.  This  basis  of  $110  is  apportioned  between  the  Liberty  bond 
and  the  share  of  stock,  the  basis  for  determining  gain  or  loss  from  a 
subsequent  disposition  of  the  Liberty  bond  being  its  fair  market 
value  at  the  date  of  the  exchange,  $50,  and  of  the  share  of  stock,  the 
remainder,  $60. 

This  article  does  not  apply  in  ascertaining  the  basis  for  determin- 
ing gain  or  loss  of  property  acquired  by  a  corporation  by  the  issu- 
ance of  its  stock  or  securities  as  the  consideration  in  whole  or  in  part 
for  the  transfer  of  the  property  to  it.     (See  articles  598  and  599.) 

Akt.  598.  Property  acquired  m  leorgaiiization  after  December  31, 
1*017.— In  the  case  of  property  which  was  acquired  after  December 
31,  1917,  by  a  corporation  in  connection  with  a  reorganization,  if 
immediately  after  the  transfer  an  interest  or  control  in  such  prop- 
erty of  80  per  cent  or  more  remained  in  the  same  persons  or  in  any 
of  them,  the  basis  for  determining  gain  or  loss  from  the  sale  or  other 
disposition  of  the  property  shall  be  the  same  as  it  would  be  in  the 
hands  of  the  transferor,  increased  in  the  amoimt  of  gain  or  decreased 
in  the  amount  of  loss  recognized  to  the  transferor  upon  such  transfer 
under  the  law  which  was  applicable  to  the  year  in  which  the  transfer 

was  made. 

Excmiple:  The  X  Corporation  owns  property  which  it  purchased 
in  1921  for  $10,000.    It  causes  the  organization  of  the  Y  Corporation, 
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transferring  the  property  to  the  Y  Corporation  in  exchange  for  its 
capital  stock.  No  gain  or  loss  from  this  transaction  is  recc^nized 
under  section  112  (b)  (4).  The  basis  for  determining  the  gain  or 
loss  from  the  subsequent  sale  or  other  disposition  of  the  property  is 
$10,000,  the  basis  which  the  property  would  have  in  the  hands  of  the 
X  Corporation. 

This  article  shall  not  apply  if  the  property  acquired  consists  of 
stock  or  securities  in  a  corporation  a  party  to  a  reorganization  unless 
such  stock  or  securities  are  acquired  by  the  issuance  of  stock  or 
securities  of  the  transferee  as  the  consideration  in  whole  or  in  part 
for  the  transfer.  The  application  of  this  article  to  a  case  where  such 
stock  or  securities  are  acquired  by  the  issuance  of  stock  or  securities 
of  the  transferee  may  be  illustrated  as  follows : 

Excmiple:  The  Y  Corporation  owns  all  of  the  stock  of  the  X  Cor- 
poration, which  stock  it  acquired  in  1928  by  the  issuance  of  all  of  its 
own  stock  to  the  individual  shareholders  of  the  X  Corporation.  The 
stock  of  the  X  Corporation  was  acquired  by  the  individuals  in  1920 
for  $100,000  in  cash.  The  stock  of  the  Y  Corporation  had  a  fair 
market  value  of  $1,000,000  at  the  time  it  was  exchanged  in  1928  for 
the  stock  of  the  X  Corporation.  The  fair  market  value  of  the  stock 
of  the  X  Corporation  at  the  time  of  the  exchange  in  1928  was  also 
$1,000,000.  The  basis  for  determining  the  gain  or  loss  to  the  Y  Cor- 
poration from  the  subsequent  sale  or  other  disposition  of  the  stock 
of  the  X  Corporation  is  the  basis  which  such  stock  would  have  in 
the  hands  of  the  individuals  from  whom  it  was  acquired  by  the 
Y  Corporation,  that  is,  $100,000. 

Art.  599.  Property  acquired  after  December  31,  1920,  by  a  corpora- 
tion.— In  the  case  of  property  acquired  after  December  31,  1920,  by 
a  corporation  by  the  issuance  of  its  stock  or  securities  in  exchange 
for  such  property,  in  accordance  with  the  conditions  specified  in  sec- 
tion 112  (b)  (5),  the  basis  of  such  property  shall  be  the  same  as  it 
would  be  in  the  hands  of  the  transferor,  increased  in  the  amount  of 
gain  or  decreased  in  the  amount  of  loss  recognized  to  the  transferor 
upon  the  transfer  under  the  law  applicable  to  the  year  in  which  the 
transfer  was  made.  This  article  also  applies  to  cases  in  which  part 
of  the  consideration  for  the  transfer  of  property  to  the  corporation 
was  property  or  money  in  addition  to  stock  or  securities,  provided 
that  the  other  conditions  specified  in  section  112(b)  (5)  are  satisfied. 

It  should  be  noted  that  property  may  be  acquired  in  connection 
with  a  reorganization  without  the  provisions  of  section  113  (a)  (7) 
and  article  598  being  applicable,  because  of  the  fact  that  an  inter- 
est or  control  of  80  per  cent  or  more  does  not  remain  in  the  same 
persons.    If,  however,  such  a  transaction  falls  within  the  provisions 
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of  this  article,  the  limitations  imposed  herein  upon  the  basis  of  such 
property  are  applicable. 

Art.  600.^  Stock  or  seonrities  diitributed  in  reorganization.— In  the 
case  of  stock  or  securities  acquired  by  a  shareholder  after  December 
31, 1923,  in  connection  with  a  transaction  described  in  section  112  (g) 
and  article  576,  the  basis  in  the  case  of  the  stock  in  respect  of  which 
the  distribution  was  made  shall  be  apportioned  between  such  stock 
and  the  stock  or  securities  distributed  to  the  shareholder.  The  basis 
for  the  old  and  new  shares  shall  be  determined  in  accordance  with  the 
following  rules: 

(1)  Where  the  stock  distributed  in  reorganization  is  all  of  sub- 
stantially the  same  character  or  preference  aa  the  stock  in  respect  of 
which  the  distribution  is  made,  the  basis  of  each  share  will  be  the 
quotient  of  the  cost  or  other  basis  of  the  old  shares  of  stock  divided 
by  the  total  number  of  the  old  and  new  shares. 

(2)  Where  the  stock  distributed  in  reorganization  is  in  whole  or 
in  part  of  a  character  op  preference  materially  different  from  the 
stock  in  respect  of  which  the  distribution  is  made,  the  cost  or  other 
Imma  of  the  old  shares  of  stock  shall  be  divided  between  such  old 
stock  and  the  new  stock  in  proportion,  as  nearly  as  may  be,  to  the 
lespective  values  of  each  class  of  stock,  old  and  new,  at  the  time  the 
new  shares  of  stock  are  distributed,  and  the  basis  of  each  share  of 
stock  will  be  the  quotient  of  the  cost  or  other  basis  of  the  class  with 
which  such  share  belongs,  divided  by  the  number  of  shares  in  the 


(3)  Where  the  stock  in  respect  of  which  a  distoibution  in  reor- 
gmnization  is  made  was  purchased  at  different  times  and  at  different 
piioes,  and  the  identity  of  the  lots  can  not  be  determined,  any  sale 
of  the  original  stock  will  be  charged  to  the  earliest  purchases  of  such 
slock  (see  article  58),  and  any  sale  of  the  stock  distributed  in  reor- 
ganization will  be  presumed  to  have  been  made  from  the  stock 
distributed  in  respect  of  the  earliest  purchased  stock. 

(4)  Where  the  stock  in  respect  of  which  a  distribution  in  reor- 
ganization is  made  was  purchased  at  different  times  and  at  different 
prices,  and  the  stock  distributed  in  reorganization  can  not  be  identi- 
ied  as  having  been  distributed  in  i-espect  of  any  particular  lot  of 
such  stock,  then  any  sale  of  the  stock  distributed  in  reorganization 
will  be  presumed  to  have  been  made  from  the  stock  distributed  in 
respect  of  the  earliest  purchased  stock. 

Art.  601.  froperty  aotnired  by  an  kvolimtary  conversion.— In  the 
case  of  property  acquired  after  February  28, 1913,  as  the  result  of  an 
involuntary  conversion  described  in  section  112  (f)  and  article  679, 
the  basis  of  the  property  shall  be  the  same  as  in  the  case  of  the  prop- 

«SeeT.  D.  4274,  p.  888.  '  '  ~ ' 

Art.  601  ft  213 


i 


A 


"♦ 


iPhh. 


<; 


SUPPLEMENTAL  PROVISIONS 


179 


erty  so  converted,  decreased  in  the  amount  of  any  money  received  by 
the  taxpayer  which  was  not  expended  in  accordance  with  the  provi- 
sions of  law  (applicable  to  the  year  in  which  such  conversion  was 
made)  determining  the  taxable  status  of  the  gain  or  loss  upon  such 
conversion,  and  increased  in  the  amount  of  gain  or  decreased  in  the 
amount  of  loss  to  the  taxpayer  recognized  upon  such  conversion  imder 
the  law  applicable  to  the  year  in  which  the  conversion  was  made. 

Example:  A  vessel  purchased  by  A  in  1919  for  $100,000  is  de- 
stroyed in  1928,  and  A  receives  insurance  in  the  amount  of  $200,000. 
Disregarding  the  element  of  depreciation,  if  A  invests  $150,000  in 
a  new  vessel,  taxable  gain  to  the  extent  of  $50,000  would  be  recog- 
nized. If  the  new  vessel  is  subsequently  sold,  the  basis  for  determin- 
ing gain  or  loss  is  $100,000 ;  that  is,  the  cost  of  the  old  vessel  ($100,- 
000)  minus  the  money  received  by  the  taxpayer  which  was  not  ex- 
pended in  the  acquisition  of  the  new  vessel  ($50,000)  plus  the  amount 
of  gain  recognized  upon  the  conversion  ($50,000) . 

Art.  602.  Stock  or  securities  acquired  in  "wash  sales." — ^If  sub- 
stantially identical  property  was  acquired  after  December  31,  1920, 
in  place  of  stock  or  securities  which  were  sold  or  disposed  of  and  in 
respect  of  which  loss  was  not  allowed  as  a  deduction  under  section 
118  of  this  Act,  or  section  214  (a)  (5)  or  234  (a)  (4)  of  the  Kevenue 
Act  of  1921,  the  Revenue  Act  of  1924,  or  the  Revenue  Act  of  1926,  the 
basis  in  the  case  of  the  new  property  shall  be  the  same  as  the  basis 
of  the  stock  or  securities  so  sold  or  disposed  of,  increased  in  the 
amount  of  any  excess  of  the  repurchase  price  over  the  sale  price,  or 
decreased  by  the  amount  by  which  the  sale  price  exceeds  the  repur- 
chase price,  as  the  case  may  be. 

Example:  A  purchased  a  share  of  common  stock  for  $100  in  1922, 
which  he  sold  January  15,  1928,  for  $80.  On  February  1,  1928,  he 
purchased  a  share  of  common  stock  in  the  same  corporation  for  $90. 
No  loss  from  the  sale  is  recognized  under  section  118.  The  basis  for 
determining  gain  or  loss  from  the  sale  of  the  new  share  is  $110;  that 
is,  the  basis  of  the  old  share  ($100)  increased  by  $10,  the  amount  of 
the  difference  between  the  price  for  which  sold  ($80)  and  the 
repurchase  price  ($90). 

Art.  603.  Basis  of  property  acquired  during^  affiliation. — ^The  basis 
for  determining  gain  or  loss  by  a  corporation  from  the  sale  or  other 
disposition  of  property  acquired  by  it  during  a  period  of  affiliation 
from  a  corporation  with  which  it  was  affiliated  shall  be  the  same 
as  it  would  be  in  the  hands  of  the  corporation  from  which  acquired. 
This  is  true  whether  the  property  was  sold  or  disposed  of  during 
or  after  the  period  of  affiliation.  For  the  purpose  of  this  article, 
the  term  "  period  of  affiliation  "  means  the  period  during  which  such 
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corporations  were  affiliated  (determined  in  accordance  with  the  law 
applicable  thereto)  but  does  not  include  any  taxable  year  begin- 
ning on  or  after  January  1,  1922,  unless  a  consolidated  return  was 
made,  nor  any  taxable  year  after  the  taxable  year  1928. 

Example:  The  X  Corporation,  the  Y  Corporation,  and  the  Z  Cor- 
poration were  affiliated  for  the  taxable  year  1920.  During  that  year 
the  X  Corporation  transferred  assets  to  the  Y  Corporation  for 
$120,000  cash,  and  the  Y  Corporation  in  turn  transferred  the  assets 
during  the  same  year  to  the  Z  Corporation  for  $130,000  cash.  The 
assets  were  acquired  by  the  X  Corporation  in  1916  at  a  cost  of  $100,000. 
The  basis  for  determining  gain  or  loss  from  the  subsequent  sale  or 
other  disposition  of  the  assets  by  the  Z  Corporation  is  $100,000. 

This  article  shall  not  apply  to  assets  acquired  by  a  corporation 
during  the  taxable  year  1917  from  a  corporation  with  which  it  was 
affiliated  during  that  year. 

Akt.  604.  BeadJQStineiit  of  partnenMp  interests.— When  a  partner 
retires  from  a  partnership,  or  it  is  dissolved,  he  realizes  a  gain  or  loss 
measured  by  the  difference  between  the  price  received  for  his  interest 
and  the  cost  to  him  of  his  interest  in  the  partnership,  including  in 
such  cost  the  amount  of  his  share  in  any  undistributed  partnership 
net  income  earned  since  he  became  a  partner  on  which  the  income  tax 
has  been  paid.  However,  if  such  interest  in  the  partnership  was 
acquired  prior  to  March  1,  1913,  both  the  cost  as  hereinbefore  pro- 
vided and  the  value  of  such  interest  as  of  such  date,  plus  the  amount 
of  his  share  in  any  undistributed  partnership  net  income  earned  since 
February  28,  1913,  on  which  the  income  tax  has  been  paid,  shall  be 
ascertained,  and  the  gain  derived  or  the  loss  sustained  shall  be  com- 
puted as  provided  in  article  561.  If  the  partnership  distributes  its 
assets  in  kind  and  not  in  cash,  the  partner  realizes  no  gain  or  loss 
until  he  disposes  of  the  property  received  in  liquidation.  Whenever 
a  new  partner  is  admitted  to  a  partnership,  or  any  existing  partner- 
ship is  reorganized,  the  facts  as  to  such  change  or  reorganization 
should  be  fully  set  forth  in  the  next  return  of  income,  in  order  that 
the  Commissioner  may  determine  whether  any  gain  or  loss  has  been 
realized  by  any  partner. 

SEC.  114.  BASIS  FOR  DEPRECIATION  AND  DEPLETION. 

(a)  Basis  for  depreeiation. — ^The  basis  upon  which  exhaustion,  wear 
and  tear,  and  obsolescence  are  to  be  aUowed  in  respect  of  any  prop- 
erty shall  be  the  same  as  is  provided  in  section  113  for  the  purpose 
«f  determining  the  gain  #r  loss  upon  tlie  sale  or  othier  disposition  of 
soch  property. 

(b)  Basis  for  depletion — 

(1)  Ghne&al  jcuLBi — ^The  basis  upon  which  depletion  is  to  be 
allowed  in  respect  of  any  property  shall  be  the  same  as  is  pro- 
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vided  in  section  113  for  the  purpose  of  determining  the  gain  or  loos . 
upon  the  sale  or  other  disposition  of  such  property,  except  as 
provided  in  paragraphs  (2)  and  (3)  of  this  subsection. 

(2)  DisoovEBY  VALUE  IN  CASE  OP  MINES. — In  the  case  of  mines 
discovered  by  the  taxpayer  after  February  28,  1913,  the  basis  for 
depletion  shall  be  the  fair  market  value  of  the  property  at  the  date 
of  discovery  or  within  thirty  days  thereafter,  if  such  mines  were 
not  acquired  as  the  result  of  purchase  of  a  proven  tract  or  lease^ 
and  if  the  fair  market  value  of  the  property  is  materially  dispro- 
portionate to  the  cost.  The  depletion  allowance  based  on  dis- 
covery value  provided  in  this  paragraph  shall  not  exceed  50  p^ 
centum  of  the  net  income  of  the  taxpayer  (computed  without 
allowance  for  depletion)  from  the  property  upon  which  the  dis- 
covery was  made,  except  that  in  no  case  shall  the  depletion  allow- 
ance be  less  than  it  would  be  if  computed  without  reference  to  dis- 
covery value.  Discoveries  shall  include  minerals  in  commercial 
quantities  contained  within  a  vein  or  deposit  discovered  in  an 
existing  mine  or  mining  tract  by  the  taxpayer  after  February  28^ 
1913,  if  the  vein  or  deposit  thus  discovered  was  not  merely  the 
uninterrupted  extension  of  a  continuing  commercial  vein  or  de- 
posit already  known  to  exist,  and  if  the  discovered  minerals  are 
of  suflacient  value  and  quantity  that  they  could  be  separat^y  mined 
and  marketed  at  a  profit. 

(3)  Pebcentaqe  deplehon  for  on,  and  gas  wells. — In  the  case 
of  oil  and  gas  wells  the  allowance  for  depletion  shall  be  27%  per 
centum  of  the  gross  income  from  the  property  during  the  taxable 
year.  Such  allowance  shall  not  exceed  50  per  centum  of  the  net 
income  of  the  taxpayer  (computed  without  allowance  for  deple^ 
tion)  from  the  property,  except  that  in  no  case  shall  the  defdetion 
allowance  be  less  than  it  would  be  if  computed  without  reference 
to  this  paragraph. 

Art.  611.  Basis  for  allowance  of  depreciation  and  depletion. — The  basis 
upon  which  exhaustion,  wear  and  tear,  obsolescence,  and  depletion 
will  be  allowed  in  respect  of  any  property  is  the  same  as  is  provided 
in  section  113  for  the  purpose  of  determining  the  gain  or  loss  from  the 
sale  or  other  disposition  of  such  property,  except  that: 

(1)  In  the  case  of  mines  discovered  by  the  taxpayer  after  Febru- 
ary 28,  1913,  and  not  acquired  as  the  result  of  purchase  of  a  proven 
tract  or  lease,  the  basis  for  depletion  shall  be  the  fair  market  value 
of  the  property  at  the  date  of  discovery  or  within  30  days  thereafter, 
if  the  fair  market  value  is  materially  disproportionate  to  the  cost 
The  depletion  allowance  based  on  discovery  value  ^all  not  exceed 
60  per  cent  of  the  net  income  of  the  taxpayer  (computed  without 
allowance  for  depletion)  from  the  property  upon  which  the  discov- 
ery was  made,  except  that  in  no  case  shall  the  depletion  allowance 
be  less  than  it  would  be  if  computed  without  reference  to  discovery 
value. 
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(2)  With  respect  to  oil  and  gas  wells,  the  allowance  for  depletion 
shall  be  27%  per  cent  of  the  gross  income  from  the  property  during 
the  taxable  year,  but  such  allowance  shall  not  exceed  60  per  cent  of 
the  net  income  of  the  taxpayer  (computed  without  allowance  for 
depletion)  from  the  property.  In  no  case  shall  the  deduction  for 
depletion  with  respect  to  oil  and  gas  wells  be  less  than  it  would 
be  if  computed  without  reference  to  section  114  (b)  (3)  and  this 
paragraph. 

See  articles  201-210  for  the  methods  of  computing  allowances  for 
depreciation,  and  articles  221-257  with  reference  to  the  allowance  for 
depletion. 

SEC.  115.  DISTRIBUTIONS  BY  CORPORATIONS. 

(ft>  Deiiiltioii  of  diTidend.— The  term  "dividend"  wlien  used  in 
this  title  (except  in  section  208  (a)  (4)  and  section  208  (c)  (1), 
relating  to  insurance  companies)  means  any  distribution  made  by  a 
corporation  to  its  shareholders,  whether  in  money  or  in  other  prop- 
erty, out  of  its  earnings  or  profits  accumulated  after  February  28,  1913. 

(b)  Souree  of  distributions.—For  the  purposes  of  this  Act  every  distri- 
bution is  made  out  of  earnings  or  profits  to  the  extent  thereof ,  and  from, 
the  most  recently  accumulated  earnings  or  profits.  Any  earnings  or 
profits  accumulated,  or  increase  in  value  of  property  accrued,  before 
March  1,  1913,  may  be  distributed  exempt  from  tax,  after  the  earnings 
and  profits  accumulated  after  February  28,  1913,  have  been  distributed, 
but  any  such  tax-free  distribution  shall  be  applied  against  and  reduce 
the  basis  of  the  stock  provided  in  section  113. 

(c)  Distributioni  la  litaidatlon.— Amounts  distributed  In  complete 
Jiquidation  of  a  corporation  shall  be  treated  as  in  fuU  payment  in 
exchange  for  the  stoclc,  and  amounts  distributed  in  partial  liquidation 
of  a  corpc^ration  shall  be  treated  as  in  part  or  full  payment  in  exchange 
for  the  stock.  The  gain  or  loss  to  the  distributee  resulting  from  such 
exchange  shall  be  determined  under  section  111,  but  shall  be  recog- 
nized only  to  the  extent  provided  in  section  112.  In  the  case  of 
amounts  distributed  in  partial  liquidation  (other  than  a  distribution 
within  the  provisions  of  section  112  (h)  of  stock  or  securities  in  con- 
nection with  a  reorganization)  the  part  of  such  distribution  which  is 
properly  chargeable  to  capital  account  shall  not  be  considered  a  dis- 
tribution of  earnings  or  profits  within  the  meaning  of  subsection  (b) 
of  this  section  for  the  purpose  of  determining  the  taxability  of  sub- 
sequent distributions  by  the  corporation. 

(d)  Other  distrHiutiont  f^om  oapttaL—If  any  distribution  (not  in 
partial  or  complete  liquidation)  made  by  a  corporation  to  Its  share- 
holders is  not  out  of  increase  in  value  of  property  acQrued  before 
Mandi  1,  1913,  and  is  not  out  of  earnings  or  profits,  then  the  amount 
of  such  distribution  shall  be  applied  against  and  reduce  the  basis  of  the 
stock  provided  in  section  113,  and  if  in  excess  of  such  basis,  such 
excess  shall  be  taxable  in  the  same  manner  as  a  gain  from  the  sale 
or  exchange  of  property.    The  provisions  of  this  subsection  shall  alif> 
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apply  to  distributions  from  depletion  reserves  based  on  the  discovery 
value  of  mines. 

(e)  Distributions  by  personal  service  corporations. — Any  distribution 
made  by  a  corporation,  which  was  classified  as  a  personal  service 
corporation  under  the  provisions  of  the  Revenue  Act  of  1918  or  the 
Revenue  Act  of  1921,  out  of  Its  earnings  or  profits  which  were  taxable 
In  accordance  with  the  provisions  of  section  218  of  the  Revenue  Act 
of  1918  or  section  218  of  the  Revenue  Act  of  1921,  shall  be  exempt 
from  tax  to  the  distributees. 

(f)  Stock  dividends. — ^A  stock  dividend  shall  not  be  subject  to  tax. 

(g)  Redemption  of  stock. — If  a  corporation  cancels  or  redeems  its 
stock  (whether  or  not  such  stock  was  Issued  as  a  stock  dividend)  at 
such  time  and  In  such  manner  as  to  make  the  distribution  and  cancella- 
tion or  redemption  in  whole  or  In  part  essentially  equivalent  to  the  dis- 
tribution of  a  taxable  dividend,  the  amount  so  distributed  In  redemp- 
tion or  cancellation  of  the  stock,  to  the  extent  that  It  represents  a  dis- 
tribution of  earnings  or  profits  accumulated  after  February  28,  1913, 
shall  be  treated  as  a  taxable  dividend.  In  the  case  of  the  cancella- 
tion or  redemption  of  stock  not  issued  as  a  stock  dividend  this  sub- 
section shall  apply  only  If  the  cancellation  or  redemption  is  made 
after  January  1,  1926. 

(h)  Definition  of  partial  liquidation.— As  used  in  this  section  the  term 
"amounts  distributed  In  partial  liquidation"  means  a  distribution  by 
a  corporation  in  complete  cancellation  or  redemption  of  a  part  of  its 
stock,  or  one  of  a  series  of  distributions  in  complete  cancellation  or 
redemption  of  all  or  a  portion  of  its  stock. 

Art.  621.  Dividends.— The  term  "  dividends  "  for  the  purpose  of 
Title  I  (except  when  used  in  sections  203  (a)  (4)  and  208  (c)  (1)) 
comprises  any  distribution  in  the  ordinary  course  of  business,  even 
though  extraordinary  in  amount,  made  by  a  domestic  or  foreign 
corporation  to  its  shareholders  out  of  its  earnings  or  profits  accumu- 
lated since  February  28, 1913.  Although  interest  on  State  bonds  and 
certain  other  obligations  is  not  taxable  when  received  by  a  corpora- 
tion, upon  amalgamation  with  the  other  funds  of  the  corporation 
such  income  loses  its  identity  and  when  distributed  to  shareholders  ill 
dividends  is  taxable  to  the  same  extent  as  other  dividends. 

A  taxable  distribution  made  by  a  corporation  to  its  shareholders 
shall  be  included  in  the  gross  income  of  the  distributees  when  the 
cash  or  other  property  is  imqualifiedly  made  subject  to  their  demands. 
(See  article  333.) 

Art.  622.  Source  of  distribution. — For  the  purpose  of  income  tax- 
ation every  distribution  made  by  a  corporation  is  made  out  of  earn- 
ings or  profits  to  the  extent  thereof  and  from  the  most  recently  accu- 
mulated earnings  or  profits. 

Art.  623.  Distributions  out  of  earnings  or  profits  accumulated,  or  ia- 
crease  in  value  of  property  accrued,  prior  to  March  1,  1913.— Any  distri- 
bution by  a  corporation  out  of  earnings  or  profits  accumulated  prior  to 
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Marob  1, 1913,  or  out  of  increase  in  value  of  property  accrued  prior  to 
March  1, 1913  (whether  or  not  realized  by  sale  or  other  disposition, 
and,  if  realized,  whether  prior  to  or  on  or  after  March  1,  1913),  is 
not  a  dividend  within  the  meaning  of  Title  L  A  corporation  can  not 
distribute  earnings  or  profits  accumulated  or  increase  in  value  of 
property  accrued  prior  to  March  1,  1913,  exempt  from  tax,  unless 
and  until  all  earnings  or  profits  accumulated  since  February  28, 1913, 
have  been  distributed.  Whenever  one  corporation  receives  from 
another  corporation  distributions  out  of  earnings  or  profits  accumu- 
lated  by  such  other  corporation  prior  to  March  1,  1913,  or  out  of 
increase  in  value  of  its  property  accrued  prior  to  March  1, 1913,  and 
the  "  receiving  "  corporation,  after  having  first  distributed  all  of  its 
earnings  and  profits  accumulated  since  February  28, 1913,  distributes 
to  its  shareholders  the  amount  so  received  by  it  from  such  other  cor- 
poration,  the  distribution  by  the  "receiving"  corporation  tx>  ita 
shareholders  is  not  a  dividend  within  the  meaning  of  Title  I  and  is 
exempt  from  tax. 

In  determining  whether  a  dividend  is  out  of  earnings  or  profits 
accumulated  since  February  28,  1913,  or  prior  to  March  1,  1913,  due 
€<msideration  must  be  given  to  the  facts,  and  mere  bookkeeping  entries 
increasing  or  decreasing  surplus  will  not  be  conclusive. 

A  tax-free  distribution  made  by  a  corporation  out  of  earnings  or 
profits  accumulated  or  increase  in  value  of  property  accrued  prior 
to  March  1,  1913,  shall  be  applied  against  the  basis  of  the  stock  for 
the  purpose  of  determining  gain  or  loss  from  its  subsequent  sale. 
The  fact  that  such  distribution  is  in  excess  of  the  cost  or  other  basis 
(provided  in  section  113  and  articles  591--604)  of  the  stock  on 
which  declared  does  not  render  it  subject  to  tax.  The  provisions  of 
this  paragraph  are  also  applicable  to  a  distribution  by  a  "  receiving" 
corporation  made  under  the  conditions  set  forth  in  the  first  para- 
graph of  this  article,  and  to  the  distributees  in  determining  gain  or 
loss  from  the  subsequent  sale  or  other  disposition  of  stock  in  the 
«receiTing«  corporation. 

EoMmifie:  A  purchased  certain  shares  of  stock  subsequent  to 
February  28, 1913,  for  $10,000.  He  received  in  1928  a  distribution  of 
$2,000  paid  out  of  earnings  and  profits  of  the  corporation  accumu- 
lated prior  to  March  1, 1913.  This  distribution  is  not  subject  to  tax 
if  the  earnings  and  profits  of  the  corporation  accumulated  after 
February  28,  1913,  have  been  distributed.  If  A  subsequently  sells 
the  stock  for  $6,000,  a  deductible  loss  of  $2,000  is  sustained.  If  he 
sells  the  stock  for  $9,000,  he  realizes  a  taxable  gain  of  $1,000. 
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Aet.  624.  Di«tribntions  other  than  tko«e  out  of  increase  in  value  of 
property  accrued  prior  to  March  1,  1913,  or  out  of  earnings  or  profits. — 
Any  distribution  (not  in  partial  or  complete  liquidation)  made  by 
a  corporation  to  its  shareholders  otherwise  than  out  of  increase  in 
value  of  property  accrued  prior  to  March  1,  1913,  or  earnings  or 
profits,  shall  be  taxable  to  the  recipient  only  if  and  to  the  extent 
that  such  distribution  exceeds  the  basis  of  his  stock  as  provided  in 
section  113  and  articles  591-604.  Any  such  distribution,  however, 
shall  be  applied  against  and  reduce  the  cost  or  other  basis  of  the 
stock  upon  which  declared,  for  the  purpose  of  determining  the  gain 
or  loss  from  the  subsequent  disposition  of  the  stock. 

Example:  A  purchased  certain  stock  in  1918  for  $10,000.  If  he 
receives  in  1928  a  distribution  thereon  of  $2,000  paid  by  the  corpora- 
tion otherwise  than  out  of  its  earnings  or  profits  or  the  increase  in 
value  of  property  accrued  prior  to  March  1,  1913,  this  distributicm 
does  not  constitute  taxable  income  to  A.  If  A  subsequently  sells  the 
stock,  the  difference  between  the  amount  realized  therefor  and  $8,000 
is  taxable  gain  or  deductible  loss,  as  the  case  may  be.  If,  however,  A 
receives  a  distribution  of  $12,000  in  1928,  paid  by  the  corporation 
otherwise  than  out  of  its  earnings  or  profits  or  the  increase  in  value 
of  property  accrued  prior  to  March  1, 1913,  A  realizes  taxable  income 
to  the  extent  of  $2,000,  which  at  his  option  may  be  taxed  as  a  capital 
gain.     (See  section  101  and  article  501.) 

Art.  625.  Distributions  in  liquidation. — ^Amounts  distributed  in 
complete  liquidation  of  a  corporation  are  to  be  treated  as  in  full 
payment  in  exchange  for  the  stock,  and  amounts  distributed  in  par- 
tial liquidation  are  to  be  treated  as  in  part  or  full  payment  in  ex- 
change for  the  stock  so  canceled  or  redeemed.  The  phrase  "  amounts 
distributed  in  partial  liquidation  "  means  a  distribution  by  a  corpo- 
ration in  complete  cancellation  or  redemption  of  a  part  of  its  stock, 
or  one  of  a  series  of  distributions  in  complete  cancellation  or  re- 
demption of  all  or  a  portion  of  its  stock.  A  complete  cancellation  or 
redemption  of  a  part  of  the  corporate  stock  may  be  accomplished,  for 
example,  by  the  complete  retirement  of  all  the  shares  of  a  particular 
preference  or  series,  or  by  taking  up  all  the  old  shares  of  a  particular 
preference  or  series  and  issuing  new  shares  to  replace  a  portion 
thereof,  or  by  the  complete  retirement  of  any  part  of  the  stock, 
whether  or  not  pro  rata  among  the  shareholders. 

The  gain  or  loss  to  a  shareholder  from  a  distribution  in  liquida- 
tion is  to  be  determined,  as  provided  in  section  111  and  article  561, 
by  comparing  the  amount  of  the  distribution  with  the  cost  or  other 
basis  of  the  stock  provided  in  section  113  and  articles  591-604* 
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but  the  gain  or  loss  will  be  recognized  only  to  the  extent  provided  in 
section  112  and  articles  571-580.  Any  gain  to  the  shareholder 
may,  at  his  option,  be  taxed  as  a  capital  net  gain  in  the  manner 
and  subject  to  the  conditions  prescribed  in  section  101  and  articles 
501-503.  In  the  case  of  amounts  distributed  in  partial  liquidation, 
other  than  a  distribution  in  pursuance  of  a  plan  of  reorganization 
as  described  in  section  112  (h),  the  part  of  such  distribution  which  is 
properly  chargeable  to  capital  account  shall  not  be  considered  a  dis- 
tribution of  earnings  or  profits  within  the  meaning  of  section  115  (b) 
for  the  purpose  of  determining  the  taxability  of  subsequent  distribu- 
tions by  the  corporation. 

Examifple  (1):  A  owns  10  shares  of  stock  in  the  M  Corporation 
for  which  he  paid  $1^50  in  1923.  He  receives  in  1928  a  dividend  of 
$1,500  in  complete  liquidation.  A  is  subject  both  to  the  normal  tax 
and  to  the  surtax  upon  his  profit  of  $250  or  at  his  option,  in  lieu 
of  such  taxes,  to  the  tax  upon  capital  net  gain. 

Ewample  (^)  /  A  owns  10  shares  of  preferred  stock  and  10  shares 
of  common  stock  in  the  M  Corporation  which  he  purchased  in  1918 
for  $1,100  and  $1,000,  respectively.  In  1928  the  M  Corporation  has 
on  hand  $225,000  of  capital,  earnings  and  profits  of  $25,000  accumu- 
lated prior  to  March  1,  1913,  and  earnings  and  profits  of  $125,000 
accumulated  after  February  28,  1913.  The  preferred  stock  is  retired 
at  $125  per  share,  $125,000  being  used  by  the  corporation  for  this 
purpose.  A  receives  $1,250  in  exchange  for  his  10  shares  of  pre- 
ferred stock  and  is  therefore  subject  to  the  normal  tax  and  the  surtax 
on  $160,  or  at  his  option,  in  lieu  of  such  taxes,  to  the  tax  upon  capital 
net  gain.  The  M  Corporation  then  distributes  a  cash  dividend  of 
$25,000  on  the  common  stock,  which  is  subject  only  to  the  surtax. 
Without  any  further  accumulation  of  earnings  and  profits,  the  M 
Corporation  thereafter  liquidates  completely.  A  receives  $2,250  in 
exchange  for  hid  10  shares  of  common  stock  and  is  therefore  subject 
to  the  normal  tax  and  the  surtax  on  $1,250,  or  at  his  option,  in  lieu 
of  such  taxes,  to  the  tax  upon  capital  net  gain. 

Abt.  626.  MttribiitioiiB  from  depletioii  or  depreciation  reserYes. — ^A 
reserve  set  up  out  of  gross  income  by  a  corporation  and  maintained 
for  the  purpose  of  making  good  any  loss  of  capital  assets  on  account 
of  depletion  or  depreciation  is  not  a  part  of  surplus  out  of  which 
ordinary  dividends  may  be  paid.  A  distribution  made  from  a 
depletion  or  a  depreciation  reserve  based  upon  the  cost  of  the  prop- 
erty will  not  be  considered  as  having  been  paid  out  of  earnings  or 
profits,  but  the  amount  thereof  shall  be  applied  against  and  reduce 
the  cost  or  other  basis  of  the  stock  upon  which  declared  for  the 
purpose  of  determining  the  gain  or  loss  from  the  subsequent  disposi- 
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tion  of  the  stock.  If  such  a  distribution  is  in  excess  of  the  basis,  the 
excess  shall  be  taxed  as  a  gain  from  the  sale  or  other  disposition  of 
property.  A  distribution  made  from  a  depletion  reserve  based  oa 
the  discovery  value  of  a  mine  shall  be  similarly  treated  (by  virtue  of 
section  115  (d)),  but  a  distribution  from  any  other  depletion  reserve 
based  upon  discovery  value,  to  the  extent  that  such  reserve  repre- 
sents the  excess  of  the  discovery  value  over  cost  or  March  1,  1913, 
value,  is,  when  received  by  the  shareholders,  taxable  as  an  ordinary 
dividend.  In  the  case  of  oil  and  gas  wells  the  amount  by  which  a 
corporation's  depletion  allowance  for  any  taxable  year  based  upon 
the  income  from  the  property  (see  section  114  (b)  (3)  and  articles  241 
and  611)  exceeds  a  depletion  allowance  computed  without  reference 
to  section  114(b)  (3),  constitutes  a  part  of  the  corporation's  "earn- 
ings or  profits  accumulated  after  February  28,  1913,"  within  the 
meaning  of  section  115,  and,  upon  distribution  to  shareholders,  is 
taxable  to  them  as  a  dividend.  A  distribution  made  from  that  por- 
tion of  a  depletion  reserve  based  upon  a  valuation  as  of  March  1, 
1913,  which  is  in  excess  of  the  depletion  reserve  based  upon  cost,  will 
not  be  considered  as  having  been  paid  out  of  earnings  or  profits,  but 
the  amount  of  the  distribution  shall  be  applied  against  and  reduce  the 
cost  or  other  basis  of  the  stock  upon  which  declared  for  the  purpose 
of  determining  the  gain  or  loss  from  the  subsequent  disposition  of  the 
stock.  No  distribution,  however,  can  be  made  from  such  a  reserve 
until  all  the  earnings  or  profits  of  the  corporation  have  first  been 
distributed. 

Art.  627.  Dividends  paid  in  property. — ^Dividends  paid  in  securities 
or  other  property  (other  than  its  own  stock)  in  which  the  earnings 
of  a  corporation  have  been  invested,  are  income  to  the  recipients  to 
the  amount  of  the  market  value  of  such  property  when  receivable  by 
the  shareholders.  (See,  however,  section  112  (h)  and  article  576.) 
Where  a  corporation  declares  a  dividend  payable  in  stock  of  another 
corporation,  setting  aside  the  stock  to  be  so  distributed  and  notify- 
ing the  shareholders  of  its  action,  the  income  arising  to  the  recipients 
of  such  stock  is  its  market  value  at  the  time  the  dividend  becomes 
payable.  (See  article  333.)  Scrip  dividends  are  subject  to  tax  in 
the  year  in  which  the  warrants  are  issued. 

Art.  628.  Stock  dividends. — ^The  issuance  of  its  own  stock  by  a 
corporation  as  a  dividend  to  its  shareholders  does  not  result  in 
taxable  income  to  such  shareholders,  but  gain  may  be  derived  or  loss 
sustained  by  the  shareholders  from  the  sale  of  such'  stock.  The 
amount  of  gain  derived  or  loss  sustained  from  the  sale  of  such  stock, 
or  from  the  sale  of  the  stock  in  respect  of  which  it  is  issued,  shall 
be  determined  as  provided  in  articles  561  and  600. 
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Abt.  6S9.  Bittribntioii  in  fedemptkni  or  oanoeUation  of  itook  taxable 
ai  a  dividend. — If  a  corporation  cancels  or  redeems  its  stock  (whether 
or  not  such  stock  was  issued  as  a  stock  dividend)  at  such  time  and 
in  such  manner  as  to  make  the  distribution  and  cancellation  or 
redemption  in  whole  or  in  part  essentially  equivalent  to  the  distribu- 
tion of  a  taxable  dividend,  the  amount  so  distributed  in  redemption 
or  cancellation  of  the  stock,  to  the  extent  that  it  represents  a  dis- 
tribution of  earnings  or  profits  accumulated  after  February  28, 1913, 
shall  be  treated  as  a  taxable  dividend. 

The  question  whether  a  distribution  in  connection  witli  a  cancel- 
lation or  redemption  of  stock  is  essentially  equivalent  to  the  dis- 
tribution of  a  taxable  dividend  depends  upon  the  circumstances  of 
each  case.  A  cancellation  or  redemption  by  a  corporation  of  a  por- 
tion  of  its  stock  pro  rata  among  all  the  shareholders  will  generally 
be  considered  as  effecting  a  distribution  essentially  equivalent  to  a 
dividend  distribution  to  the  extent  of  the  earnings  and  profits  accumu- 
lated after  February  28,  1913.  On  the  other  hand,  a  cancellation 
or  redemption  by  a  corporation  of  all  of  the  stock  of  a  particular 
shareholder,  so  that  the  shareholder  ceases  to  be  interested  in  the 
affairs  of  the  corporation,  does  not  effect  a  distribution  of  a  taxable 
dividend.  A  bona  fide  distribution  in  complete  cancellation  or 
redemption  of  all  of  the  stock  of  a  corporation,  or  one  of  a  series 
of  bona  fide  distributions  ^n  complete  cancellation  or  redemption  ol 
•U  of  the  stock  of  a  corporation,  is  not  essentially  equivalent  to 
the  distribution  of  a  taxable  dividend.  Where  a  distribution  is 
made  pursuant  to  a  corporate  resolution  reciting  that  the  distribu- 
tion is  made  in  liquidation  of  the  corporation,  and  the  corporation 
is  completely  liquidated  and  dissolved  within  one  year  after  the 
distribution,  the  distribution  will  not  be  considered  essentially  equiva- 
lent to  the  distribution  of  a  taxable  dividend ;  in  all  other  cases  the 
facts  and  circumstances  should  be  reported  to  the  Commissioner  for 
Ms  determination  whether  or  not  the  distribution,  or  any  part 
thereof,  is  essentially  equivalent  to  the  distribution  of  a  taxable 
dividend. 

SBC.  116.  EXCLUSIONS  FROM  GROSS  INCOME. 

In  addition  to  the  items  specified  in  section  22  (b),  the  following 
Items  shall  not  be  included  in  gross  income  and  shaU  be  exempt  from 
taxation  under  this  title: 

(a)  Earned  income  from  sources  without  TTnited  States.— In  the  case 
of  an  indlvWnal  citizen  of  the  United  States,  a  bona  fide  nonresident 
of  the  United  States  for  more  than  six  months  during  the  taxable  year, 
amounts  received  from  sources  without  the  United'  States  if  such 
amounts  constitute  earned  income  as  defined  in  section  SI ;  but  such 
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individual  shall  not  be  allowed  as  a  deduction  from  his  gross  income 
any  deductions  properly  allocable  to  or  chargeable  against  amounts 
excluded  from  gross  income  under  this  subsection. 

(b)  Teachers  in  Alaska  and  Hawaii.— In  the  case  of  an  individual 
employed  by  Alaska  or  Hawaii  or  any  political  subdivision  thereof 
as  a  teacher  in  any  educational  institution,  the  compensation  received 
aa  su<A.  This  subsection  shall  not  exempt  compensation  paid  directly 
or  indirectly  by  the  Government  of  the  United  States. 

(c)  Income  of  foreign  governments. — The  income  of  foreign  govern- 
ments received  from  investments  in  the  United  States  in  stocks,  bonds, 
or  other  domestic  securities,  owned  by  such  foreign  governments,  or 
from  interest  on  deposits  in  banks  in  the  United  States  of  moneys 
belonging  to  such  foreign  governments,  or  from  any  other  source  within 
the  United  States. 

(d)  Income  of  States,  municipalities,  etc.— Income  derived  from  any 
public  utility  or  the  exercise  of  any  essential  governmental  function 
and  accruing  to  any  State,  Territory,  or  the  District  of  Columbia, 
or  any  political  subdivision  of  a  State  or  Territory,  or  income  accruing 
to  tne  Government  of  any  possession  of  the  United  States,  or  any 
political  subdivision  thereof. 

Whenever  any  State,  Territory,  or  the  District  of  Ck>lumbia,  or  any 
political  subdivision  of  a  State  or  Territory,  prior  to  September  8, 
1916,  entered  in  good  faitb  into  a  contract  with  any  person,  the  object 
and  purpose  of  which  is  to  acquire,  amstruct,  operate,  or  maintain  a 
public  utility— 

(1)  If  by  the  terms  of  such  contract  the  tax  imposed  by  this 
title  is  to  be  paid  out  of  the  proceeds  from  the  operation  of  such 
public  utility,  prior  to  any  division  of  such  proceeds  between  the 
person  and  the  State,  Territory,  political  subdivision,  or  the  Dis- 
trict of  Columbia,  and  if,  but  for  the  imposition  of  the  tax  imposed 
by  this  title,  a  part  of  such  proceeds  for  the  taxable  year  would 
accrue  directiy  to  or  for  the  use  of  such  State,  Territory,  political 
subdivision,  or  the  District  of  Columbia,  then  a  tax  upon  the  net 
income  from  the  operation  of  such  public  utility  shaU  be  levied, 
assessed,  collected,  and  paid  in  the  manner  and  at  the  rates  pre- 
scribed in  this  tiUe,  but  there  shall  be  refunded  to  such  State,  Ter- 
ritory, political  subdivision,  or  the  District  of  Columbia  (under 
rules  and  regulations  to  be  prescribed  by  the  Commissioner  with 
the  approval  of  the  Secretary)  an  amount  which  bears  the  same 
relation  to  the  amount  of  the  tax  as  the  amount  which  (but  for 
the  imposition  of  the  tax  imposed  by  this  titie)  would  have  accrued 
directiy  to  or  for  the  use  of  such  State,  Territory,  political  subdi- 
vision, or  the  District  of  CJolumbia,  bears  to  the  amount  of  the  net 
income  from  the  operation  of  such  pubUc  utiUty  for  such  taxable 
year. 

(2)  If  by  the  terms  of  such  contract  no  part  of  the  proceeds  from 
the  operation  of  the  public  utUity  for  the  taxable  year  would,  irre- 
spective of  the  tax  imposed  by  this  titie,  accrue  directly  to  or  for 
the  use  of  such  State,  Territory,  political  subdivision,  or  the  Dis- 
trict  of  Columbia,  then  the  tax  upon  the  net  income  of  such  person 
from  the  operation  of  such  public  utiUty  shaU  be  levied,  assessed, 
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collected,  and  paid  In  tlie  niaiiuer  and  at  the  rates  prescribed  in  this 
title. 

(e)  Bridges  to  he  acquired  by  State  or  political  sabdiTision.* — ^When- 
ever any  State  or  political  subdivision  thereof,  in  pursuance  of  a  con- 
tract to  which  it  is  not  a  party  entered  into  before  the  enactment  of 
this  Act,  is  to  acquire  a  bridge — 

(1>  If  by  the  terms  or  such  contract  the  tax  imposed  by  this 
title  is  to  be  paid  out  of  the  proceeds  from  the  operation  of  such 
bridge  prior  to  any  division  of  such  proceeds,  and  if,  but  for  the 
imposition  of  the  tax  imposed  by  thin  title,  a  part  of  such  proceeds 
for  the  taxable  year  would  accrue  directly  to  or  for  the  use  of  or 
would  be  applied  for  the  benefit  of  such  State  or  political  sub- 
division, then  a  tax  upon  the  net  income  from  the  operation  of  such 
brid|!:e  shall  be  levied,  assessed,  collected,  and  paid  in  the  manner 
and  at  the  rates  prescribed  in  this  title,  but  thei^e  shall  be  refunded 
to  such  State  or  political  subdivision  (under  rules  and  regulations 
to  be  prescribed  by  the  Commissioner  with  the  approval  of  the  Sec- 
retary) an  amount  which  bears  the  same  relation  to  the  amount  of 
the  tax  as  the  amount  which  (but  for  the  imposition  of  the  tax 
imposed  by  this  title)  would  have  accrued  directly  to  or  for  the 
use  of  or  would  be  applied  for  the  benefit  of  such  State  or  political 
subdivision,  bears  to  the  amount  of  the  net  income  from  the  opera- 
tion of  such  bridge  for  such  taxable  year.  No  such  refund  shall  be 
made  unless  the  entire  amount  of  the  refund  is  to  be  applied  in  part 
payment  for  the  acquisition  of  such  bridge. 

(2)  If  by  the  terms  of  such  contract  no  part  of  the  proceeds  from 
the  operation  of  the  bridge  for  the  taxable  year  would,  irrespective 
of  the  tax  imposed  by  this  title,  accrue  directly  to  or  for  the  use  of 
or  be  applied  for  the  benefit  of  such  State  or  political  subdivision, 
then  the  tax  upon  the  net  income  from  the  operation  of  such  bridge 
shall  be  levied,  assessed,  collected,  and  paid  in  the  manner  and  at 
the  rates  prescribed  in  this  title. 

(f )  Dividends  from  "  China  Trade  Act "  corporation. — In  the  case  of 
a  person,  amounts  distributed  as  dividends  to  or  for  his  benefit  by  a 
corporation  organized  under  the  China  Trade  Act,  1922,  if,  at  the 
time  of  such  distribution,  he  is  a  resident  of  China,  and  the  equitable 
right  to  the  income  of  the  shares  of  stock  of  the  corporation  is  in  good 
faith  vested  in  him. 

(g)  Shipowners'  protection  and  indemnity  associations. — ^The  receipts 
of  shipowners'  mutual  protection  and  indemnity  associations  not 
organized  for  profit,  and  no  part  of  the  net  earnings  of  which  inures  to 
the  benefit  of  any  private  shareholder;  but  such  corporations  shall  be 
subject  as  other  persons  to  the  tax  upon  their  net  income  from  interest, 
dividends,  and  rents. 

Abt.  641.  lECome  of  foreign  gOTernments,  ambassadors,  and  consuls. — 
The  exemption  of  the  income  of  foreign  governments  applies  also  to 
their  political  subdivisions.  Any  income  collected  by  foreign  govern- 
ments from  investments  in  tlie  United  States  in  stocks,  bonds,  or  other 
domestic  securities,  which  are  not  actually  owned  by  but  are  loaned  to 
such  foreign  governments,  is  subject  to  tax. 


1  See  T.  D.  4303,  p.  35©. 
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Ambassadors  and  ministers  accredited  to  the  United  States  and 
the  members  of  their  households  (including  secretaries,  attaches,  and 
servants)  who  are  not  citizens  of  the  United  States,  are  exempt  from 
the  payment  of  Federal  income  tax  upon  their  salaries,  fees,  op 
wages.  The  income  from  investments  in  the  United  States  in  bonds 
and  stocks  and  from  interest  on  bank  balances  received  by  ambas- 
sadors and  ministers  accredited  to  the  United  States,  who  are  not 
citizens  of  the  United  States,  is  exempt  from  tax,  but  income  from 
any  business  carried  on  by  them  in  the  United  States  is  taxable. 
These  provisions  are  also  applicable  to  the  wives  and  minor  children 
of  foreign  ambassadors  and  ministers  and  the  members  of  their 
households,  including  secretaries,  attaches,  and  servants. 

All  foreign  consular  officers  and  employees  in  foreign  consulates 
in  the  United  States  who  are  nationals  of  the  States  appointing  then 
are  exempt  from  Federal  income  tax  with  respect  to  wages,  fees, 
and  salaries  received  by  them  in  compensation  for  their  consular 
services,  provided  the  appointing  State  grants  a  similar  exemption 
to  citizens  of  the  United  States  who  are  American  consular  officers 
or  employees  of  the  American  consulates  in  such  State.  The  income 
received  by  foreign  consular  officers  and  employees  of  foreign  con- 
sulates from  investments  in  the  United  States  in  bonds  and  stocks 
and  from  mterest  on  bank  balances  as  well  as  income  from  any  busi- 
ness carried  on  by  them  in  the  United  States  is  subject  to  Federal 
income  tax. 

The  compensation  of  citizens  of  the  United  States  who  are  officers 
or  employees  of  a  foreign  government  is  not  exempt  from  income 
tax.     (But  see  section  116  (a).) 

Abt.  642.  Income  of  States. — Income  derived  from  any  public  util- 
ity or  from  the  exercise  of  any  essential  governmental  function  and 
accruing  to  any  State  or  Territory  of  the  United  States,  to  any 
political  subdivision  thereof,  or  to  the  District  of  Columbia,  op 
income  accruing  to  the  government  of  any  possession  of  the  United 
States,  or  any  political  subdivision  thereof,  is  exempt  from  tax. 
The  income  of  State  workmen's  compensation  insurance  funds  estab- 
lished by  State  statutes  is  not  taxable. 

Art.  643.  Compensation  of  State  officers  and  employees. — Compensa- 
tion paid  to  its  officers  and  employees  by  a  State  or  political  subdi- 
vision thereof  for  services  rendered  in  connection  with  the  exercise 
of  an  essential  governmental  function  of  the  State  or  political  subdi- 
vision, including  fees  received  by  notaries  public  commissioned  by 
States,  is  not  taxable.  Compensation  received  for  services  rendered 
to  a  State  or  political  subdivision  thereof  is  included  in  gross  income 
unless  (a)  the  person  receives  such  compensation  as  an  officer  op 
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employee  of  a  State  or  political  subdivision,  and  (b)  the  services  are 
rendered  in  connection  with  the  exercise  of  an  essential  governmental 
function.  The  ccwnmissions  of  receivers  appointed  by  State  courts 
are  subject  to  tax  for  1928  and  subsequent  taxable  years. 

An  officer  is  a  person  who  occupies  a  position  in  the  service  of 
the  State  or  political  subdivision,  the  tenure  of  which  is  continuous 
and  not  temporary  and  the  duties  of  which  are  established  by  law 
or  regulations  and  not  by  agreement.  An  employee  is  one  whose 
duties  consist  in  the  rendition  of  prescribed  services  and  not  the 
accomplishment  of  specific  objects,  and  whose  services  are  continu- 
ous, not  occasional  or  temporary.  Employees  of  universities  receiv- 
ing  salaries  paid  in  part  ofm  whole  from  funds  available  under  the 
Smith-Lever  Act  of  May  8,  1914,  who  are  officers  or  employees  of  a 
State,  are  not  required  to  return  as  taxable  income  the  salaries  so 
received.  This  is  also  true  with  respect  to  the  Act  of  August  30, 
1890,  relating  to  colleges  for  the  benefit  of  agriculture  and  the 
mechanic  arts,  and  to  the  Act  of  March  2,  1887,  relating  to  agricul- 
tural experiment  stations  in  such  coUeges.  As  to  State  contracts,  see 
article  56. 

SBC.  117.  NBT  LOSSES. 

(a)  Beinitioii  of  "  met  loss."— As  used  In  this  section  the  term  *'  net 
Um**  means  the  excess  of  the  deductions  allowed  by  this  title  over  the 
gross  income,  with  the  following  exceptions  and  limitations : 

(1)  NoN-BUsiNESB  DBnucTiONS. — ^DedQCtions  otherwise  aUowed 
by  law  not  attributable  to  the  operation  of  a  trade  or  business 
regularly  carried  on  by  the  taxpayer  shall  be  aUowed  only  to  the 
extent  of  the  amount  of  the  gross  income  not  derived  from  such 
trade  or  business ; 

(2)  CAPITA!.  LOSSES. — In  the  case  of  a  taxpayer  other  than  a 
corporation,  deductions  for  capital  losses  otherwise  allowed  by  law 
iiiall  be  allowed  only  to  the  extent  of  the  capital  gains; 

(3)  Dbplehon.— The  deduction  for  depletion  shall  not  exceed 
fhe  amount  which  would  be  allowable  if  computed  without  refer- 
ence to  discovery  value,  or  to  percentage  depletion  under  section 
114  (b>   (3) ; 

(4)  DiviiiBifiis.— The  deduction  pviyvided  for  in  section  23  (p)  of 
amounts  received  as  dividends  shall  not  be  aUowed ; 

(5)  Interest.— There  ahaU  be  included  in  amiputing  gross  in- 
come the  amount  <rf  interest  lec^ved  free  from  tax  under  this  title, 
decreased  by  the  amount  of  interest  paid  or  accrued  whldi  is  not 
allowed  as  a  deduction  by  section  23  (b> ; 

(«)  NBT  LOSS  NOT  TO  PBODUco  NBT  Losfi. — ^In  computing  the  net 

loas  for  any  taxable  year  a  net  loss  for  a  prior  year  shall  not  be 

allowed  as  a  deduction. 

Cb)  Met  lost  as  a  deduction. — If,  for  any  taxable  year,  it  appears 

upon  the  production  of  evidence  satisfactory  to  the  CJommissioner  that 

any  taxpayer  has  sustained  a  net  loss,  the  amount  thereof  shall  be  al- 
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lowed  as  a  deduction  in  computing  the  net  income  of  the  taxpayer  for 
the  succeeding  taxable  year  (hereinafter  in  this  section  called  "  second 
year"),  and  if  such  net  loss  is  in  excess  of  such  net  income  (com- 
puted without  such  deduction),  the  amount  of  such  excess  shall  be 
allowed  as  a  deduction  in  computing  the  net  income  for  the  next  suc- 
ceeding taxable  year  (hereinafter  in  this  section  called  "third  year">  ; 
the  deduction  in  all  cases  to  be  made  under  regulations  prescribed  by 
the  Ck)mmis8ioner  with  the  approval  of  the  Secretary. 

(c)  Capital  net  gain  or  loss  in  second  year. — 

(1)  Capital  net  loss. — If  in  the  second  year  the  taxpayer 
(other  than  a  corporation)  sustains  a  capital  net  loss,  the  deduction 
allowed  by  subsection  (b)  of  this  section  shall  first  be  ajiplied  as  a 
deduction  in  computing  the  ordinary  net  income  for  such  year.  If 
the  deduction  is  in  excesis  of  the  ordinary  net  income  (computed- 
without  such  deduction)  then  the  amount  of  such  excess  shall  be 
allowed  as  a  deduction  in  computing  net  income  for  the  third  year. 

(2)  Capital  net  gain. — If  in  the  second  year  the  taxpayer 
(other  than  a  corporation)  has  a  capital  net  gain,  the  deduction 
allowed  by  subsection  (b)  of  this  section  shall  first  be  applied  as  a 
deduction  in  computing  the  ordinary  net  income  for  such  year.  If 
the  deduction  is  in  excess  of  the  ordinary  net  income  (computed 
without  such  deduction)  the  amount  of  such,  excess  shall  next  be 
applied  against  the  capital  net  gain  for  such  year,  and  if  in  excess 
of  the  capital  net  gain  the  amount  of  that  excess  shall  be  allowed 
as  a  deduction  in  computing  net  income  for  the  third  year. 

(d)  Capital  net  gain  or  loss  in  third  year. — If  any  portion  of  a  net 
loss  is  allowed  as  a  deduction  in  computing  net  income  for  the  third 
year,  under  the  provisions  of  either  subsection  (b)  or  (c)  of  this  section 
and  the  taxx)ayer  (other  than  a  coriwration)  has  in  such  year  a  capital 
net  gain  or  a  capital  net  loss,  then  the  method  of  allowing  such  deduc- 
tion in  such  third  year  shall  be  the  same  as  provided  in  subsection  (c). 

(e)  Net  loss  for  1926  or  1927. — If  for  the  taxable  year  1926  or  1927 
a  taxpayer  sustained  a  net  loss  within  the  provisions  of  the  Revenue 
Act  of  1926,  the  amount  of  such  net  loss  shall  be  allowed  as  a  deduc- 
tion in  computing  net  income  for  the  two  succeeding  taxable  years  to 
the  same  extent  and  in  the  same  manner  as  a  net  loss  sustained  for 
one  taxable  year  is,  under  this  Act,  allowed  as  a  deduction  for  the  two 
succeeding  taxable  years. 

(f)  Fiscal  year  returns. — If  a  taxpayer  makes  return  for  a  period 
beginning  in  one  calendar  year  (hereinafter  in  this  subsection  called 
"first  calendar  year")  and  ending  in  the  following  calendar  year 
(hereinafter  in  this  subsection  called  "second  calendar  year")  and  the 
law  applicable  to  the  second  calendar  year  is  different  from  the  law 
applicable  to  the  first  calendar  year,  then  his  net  loss  for  the  i^eriod 
ending  during  the  second  calendar  year  shall  be  the  sum  of:  (1)  the 
same  proportion  of  a  net  loss  for  the  entire  period,  determined  under 
the  law  applicable  to  the  first  calendar  year,  which  the  portion  of  such 
period  falling  within  such  calendar  year  is  of  the  entire  period;  and 
(2)  the  same  proportion  of  a  net  loss  for  the  entire  period,  determined 
under  the  law  applicable  to  the  second  calendar  year,  which  the  portion 
Of  such  period  falling  within  such  calendar  year  is  of  the  entire  period. 
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Art.  651.  Net  losses,  definition  and  computation. — The  term  ''net 
loss  ^  as  used  in  section  117  applies  to  a  net  loss  during  the  taxable 
year  in  a  trade  or  business  regularly  carried  on  by  the  taxpayer. 
Included  therein  are  losses  from  the  sale  or  other  disposition  of  real 
estate,  machinery,  and  other  capital  assets  used  in  the  conduct  of 
such  trade  or  business.  See  section  101  and  article  503  with  refer- 
ence to  the  deduction  of  capital  net  losses.  In  order  to  be  entitled  to 
claim  an  allowance  for  a  "  net  loss  "  the  taxpayer  must  have  suffered 
an  actual  net  loss  in  a  trade  or  business  during  the  taxable  year.  The 
amount  properly  allowed  may  be  neither  the  loss  reflected  by  the 
return  filed  for  the  purpose  of  the  income  tax  nor  the  net  loss  shown 
by  the  taxpayer's  profit  and  loss  account,  but  is  to  be  computed 
according  to  the  Act. 

In  the  case  of  an  individual  the  "  net  loss  "  is  the  amount  by  which 
the  deductions  allowed  under  Title  I,  excluding : 

(a)  The  amount  by  which  the  deductions  otherwise  allowed  by 
law  but  not  attributable  to  the  operation  of  a  trade  or  business 
regularly  carried  on  by  the  taxpayer  exceed  the  amount  of  gross 
income  not  derived  from  such  trade  or  business ; 

(h)  The  amount  by  which  the  deductions  for  capital  losses  other- 
wise allowed  by  law  exceed  the  capital  gains ;  and 

(c)  The  amount  by  which  the  deduction  for  depletion  exceeds  the 
amount  which  would  be  allowable  if  computed  without  reference  to 
discovery  value  in  the  case  of  mines,  or  without  reference  to  section 
114  (b)  (3)  in  the  case  of  oil  and  gas  wells — 

exceed  the  sum  of  the  following: 

(1)  The  gross  income  of  the  taxpayer  for  the  taxable  year;  and 

(2)  The  amount  by  which  the  interest  received  free  from  taxation 
under  Title  I  exceeds  the  amount  of  interest  paid  or  accrued  which  is 
not  allowed  as  a  deduction  by  section  23  (b). 

In  the  case  of  a  corporation,  the  "  net  loss  "  is  the  amount  by  which 
the  deductions  allowed  under  Title  I,  excluding: 

(a)  The  amount  by  which  the  deduction  for  depletion  exceeds  the 
amount  which  would  be  allowable  if  computed  without  reference  to 
discovery  value  in  the  case  of  mines,  or  without  reference  to  section 
114  (b)  (3)  in  the  case  of  oil  and  gas  wells;  and 

(h)  The  amount  received  as  dividends  and  allowed  as  a  deduction 
under  section  23  (p) — 

exceed  the  sum  of  the  following: 

(1)  The  gross  income  of  the  taxpayer  for  the  taxable  year;  and 

(2)  The  amount  by  which  the  interest  received  free  from  tax  under 
the  provisions  of  Title  I  exceeds  the  amount  of  interest  paid  or 
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accrued  within  the  taxable  year  which  is  not  allowed  as  a  deduction 
by  section  23  (b). 

Akt.  652.  Claim  for  allowance  of  net  loss. — ^A  taxpayer  sustaining 
for  any  taxable  year  a  net  loss  as  defined  in  section  117  (sl)  and 
article  651  may  file  a  claim  therefor  with  his  return  for  the  succeed- 
ing taxable  year  (referred  to  in  article  653  as  the  "second  year"). 
The  claim  should  contain  a  concise  statement  setting  fokh  the 
amount  of  the  net  loss  and  all  pertinent  facts  relative  thereto,  includ- 
ing a  schedule  showing  the  computation  of  the  net  loss.  If  the  evi- 
dence furnished  satisfies  the  Commissioner  that  the  taxpayer  has 
sustained  a  net  loss,  the  amount  of  such  net  loss  may  be  allowed  as  a 
deduction  in  computing  the  net  income  of  the  taxpayer  for  the  suc- 
ceeding taxable  year,  and  if  such  net  loss  is  in  excess  of  the  net 
income  (computed  without  such  deduction)  for  that  year,  the  amount 
of  the  excess  may  be  carried  over  and  allowed  as  a  deduction  in  com- 
puting  the  net  income  for  the  next  succeeding  taxable  year  (referred 
to  in  article  653  as  the  "third  year").  It  should  be  noticed,  how- 
ever, that  a  net  loss  for  a  preceding  year  may  not  be  considered  ill 
computing  a  net  loss  for  a  succeeding  year. 

Art.  653.  Net  loss  and  capital  net  gain  or  capital  net  loss. — If  the 
taxpayer  (other  than  a  corporation)  sustains  in  the  second  year  a 
capital  net  loss,  as  defined  in  section  101  (c)  (6)  and  article  503, 
the  deduction  of  a  net  loss  allowed  by  section  117  (b)  shall  first  be 
applied  as  a  deduction  in  computing  the  ordinar}^  net  income  for 
that  year.  If  the  ordinary  net  income  (computed  without  such 
deduction)  is  in  excess  of  the  net  loss,  the  tax  shall  be  computed 
as  provided  in  section  101  (b)  and  article  503.  If  the  deduction 
is  in  excess  of  the  ordinary  net  income  (computed  without  such 
deduction),  the  amount  of  the  excess  of  the  net  loss  shall  be 
allowed  as  a  deduction  in  computing  net  income  for  the  third  year. 
The  capital  net  loss  may  not  be  carried  over  as  a  deduction  into  the 
third  year. 

If  in  the  second  year  the  taxpayer  (other  than  a  corporation)  has 
a  capital  net  gain,  as  defined  in  section  101  (c)  (5)  and  article  501, 
the  deduction  of  a  net  loss  allowed  by  section  117  (b)  shall  first  be 
applied  as  a  deduction  in  computing  the  ordinary  net  income  for 
that  year.  If  the  ordinary  net  income  (computed  without  such 
deduction)  is  in  excess  of  the  net  loss,  the  tax  shall  be  computed  as 
provided  in  section  101  (a)  and  article  501.  If  the  deduction  is  in 
excess  of  the  ordinary  net  income  (computed  without  such  deduc- 
tion) the  amount  of  the  excess  shall  next  be  applied  against  the 
capital  net  gain  for  that  year,  and,  if  in  excess  of  the  capital  net 
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gain,  the  amount  of  that  excess  shall  be  allowed  as  a  deduction  m 
computing  net  income  for  the  third  year. 

If  any  portion  of  a  net  loss  is  allowed  as  a  deduction  in  computing 
net  income  for  the  third  year,  under  the  provisions  of  section  117  (b) 
or  (c),  and  the  taxpayer  (other  than  a  corporation)  has  in  the  third 
year  a  capital  net  gain  or  a  capital  net  loss,  then  the  method  of 
allowing  the  deduction  in  the  third  year  shall  be  the  same  as  pro- 
Tided  in  section  117  (c)  and  the  two  preceding  paragraphs  of  this 
article. 

Abt.  654.  'Set  losses  for  1926  and  1927  and  for  the  fiscal  year  1928.— 
If  a  taxpayer  sustained  a  net  loss  for  the  taxable  year  1926  or  1927 
within  the  provisions  of  the  Eevenue  Act  of  1926,  the  amount  of  the 
net  loss  shall  be  allowed  as  a  deduction  in  computing  net  income  for 
the  two  succeeding  taxable  years  to  the  same  extent  and  in  the  same 
manner  as  a  net  loss  sustained  for  one  taxable  year  is,  under  section 
117,  allowed  as  a  deduction  for  the  two  succeeding  taxable  years. 

Where  a  taxpayer  has  a  fiscal  year  beginning  in  1927  and  ending 
in  1928,  his  net  loss  for  the  period  ending  during  1928  shall  be  the 
sum  of — 

(1)  The  same  proportion  of  a  net  loss  for  the  entire  period, 
lietermined  under  the  Revenue  Act  of  1926,  which  the  portion  of 
die  period  falling  within  1927  is  of  the  entire  period,  and 

(2)  The  same  proportion  of  a  net  loss  for  the  entire  period  deter- 
mined under  the  Revenue  Act  of  1928  which  the  portion  of  the  period 
falling  within  1928  is  of  the  entire  period. 

Abt.  655.  ninstratioii  of  computation  of  net  loss. — The  method  of 
computation  of  net  losses  as  outlined  in  articles  651-653  may  be 
illustrated  as  follows : 

A,  an  individual,  conducting  a  trade  or  a  business,  finds  the 
following  facts  relating  to  1928 : 

(a)  His  deductions  as  computed  under  Title  I  amount  to  $100,000. 

(b)  Included  in  the  deductions  is  an  item  of  $10,000  for  loss  by 
fire  of  property  occupied  by  him  as  a  residence  and  not  used  in  con- 
nection with  his  trade  or  business. 

(e)  Other  deductions  otherwise  allowed  under  Title  I  on  account  of 
transactions  entered  into  for  profit  outside  of  his  trade  or  business 
unount  to  $3,000. 

(d)  His  taxable  gains  from  transactions  entered  into  for  profit 
and  not  connected  with  his  trade  or  business  are  $5,000. 

(e)  Donations  to  the  Red  Cross  amounting  to  $1,000  are  included 
among  the  deductions. 

(/)  Depletion  is  claimed  in  the  amount  of  $2,000,  of  which  $500 
is  based  upon  the  value  of  the  mineral  in  the  mine  as  of  March  1, 
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1913,  and  $1,500  is  attributable  to  increase  in  valuation  on  account 
of  discovery  subsequent  to  February  28,  1913. 

{g)  His  entire  gross  income  as  computed  under  Title  I  is  $50,000. 

(h)  Interest  received  from  municipal  bonds  exempted  from  taxa- 
tion by  section  22  (b)  (4)  amounted  to  $10,000. 

(i)  Interest  was  paid  upon  money  borrowed  to  carry  municipal 
bonds  in  the  amount  of  $8,000,  which  amount  is  not  deductible  under 
section  23  (b)  : 

Total  deductions  (a) $100  000 

Deduct : 

Loss  by  fire  (6) $10,000 

Other  deductions  (c) 3  qqq 

Total  deductions  outside  business 13,000 

Less:  Gain  outside  business  (d) 5,000 

Excess  of  deductions  not  sustained  in  trade  or  business 
over  taxable  gains  or  profits  not  derived  from  such 

trade  or  business 3  qqq 

Donations  (e) j  qqq 

Depletion  on  basis  of  value  after  discovery  (f) $2,  000 

Less :  Portion  based  on  values  as  of  Mar.  1,  1913_«        500 

Portion  of  depletion  representing  the  excess  of 
depletion  based  upon  discovery  value  over  de- 
pletion based  upon  cost  or  value  as  of  Mar.  1, 
1913 1500 

Total  exclusion  from  deductions— ^o  qqc 

Total  expenses  directly  attributable  to  the  con-  ~ 

duct  of  the  trade  or  business g^  500 

Gross  income  (^) 50  000 

Add:  Nontaxable  interest  received  (h) 10,000 

Less:  Interest  paid  on  money  borrowed  to  carry  mu- 
nicipal bonds  (i) 8,000 

^ 2,000 

52,000 

Statutory  net  loss 37~500 

If  A  has  an  ordinary  net  income  in  1929  of  $25,000  and  sustains  a 
capital  net  loss  of  $10,000,  he  wiU  pay  no  tax  for  1929,  since  he  had 
a  net  loss  in  1928  of  $37,500,  and  will  carry  over  $12,500  as  a  deduc- 
tion in  computing  net  income  in  1930.  If  A  for  1930  has  ordinary 
net  income  of  $10,000  and  a  capital  net  gain  of  $100,000,  he  may,  at 
his  option,  pay  a  tax  of  I21/2  per  cent  upon  $97,500  under  the 
provisio^is  of  section  101  (a)  and  article  501. 

SBC.  118.  LOSS  ON  SALE  OF  STOCK  OR  SECURITIES. 

In  the  case  of  any  loss  claimed  to  have  been  sustained  in  any  sale 
or  other  disposition  of  shares  of  stock  or  securities  where  it  appears 
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that  within  thirty  days  b^ore  or  after  the  date  of  such  sale  or  other 
dispoeition  the  taxpayer  has  acquired  (otherwise  than  by  bequest  or 
inheritance)  or  has  entered  into  a  contract  or  option  to  acquire  sub- 
stantially identical  property,  and  the  property  so  acquired  is  held  by 
the  taxpayer  for  any  period  after  such  sale  or  other  disposition,  no 
deduction  for  the  loss  shall  be  allowed  under  secUon  23  (e)  (2)  of 
this  title;  nor  shall  such  deduction  be  allowed  under  section  23  (f) 
unless  the  claim  is  made  by  a  corporation,  a  dealer  in  stocks  or  securi- 
ties, and  with  respect  to  a  transaction  made  in  the  ordinary  course  of 
Its  business  If  such  acquisition  or  the  contract  or  option  to  acquire 
la  to  the  extent  of  part  only  of  substantially  identical  property,  then 
only  a  proportionate  part  of  the  loss  shall  be  disallowed. 

Abt.  661.  losses  in  connectioiL  with  sale  and  repurchase  of  seciirities.— 
A  taxpayer,  other  than  one  in  the  trad©  or  business  of  buying  and 
Belling  securities,  can  not  deduct  any  loss  claimed  to  have  been  sus- 
tained from  the  sale  or  other  disposition  of  stock  or  securities,  if 
within  30  days  before  or  after  the  date  of  such  sale  or  other  disposi- 
tion he  has  acquired  (otherwise  than  by  bequest  or  inheritance), or  has 
entered  into  a  contract  or  option  to  acquire,  substantially  identical 
property,  and  the  property  so  acquired  is  held  by  the  taxpayer  for  any 
period  after  such  sale  or  other  disposition.    If  such  acquisition  or  the 
contract  or  option  to  acquire  is  to  the  extent  of  part  only  of  substan- 
tially identical  property,  only  a  proportionate  part  of  the  loss  shall 
b©  disallowed.     See  article  602  for  th^  basis  for  determining  gain  or 
loss  from  the  subsequent  sale  or  other  disposition  of  such  securities. 
This  provision  is  designed  to  prevent  a  taxpayer  who  owns  securities, 
other  than  one  in  the  trade  or  business  of  buying  and  selling  securi- 
ties, from  claiming  as  a  deduction  in  computing  net  income  the 
so-called  "  loss  "  sustained  from  a  sale  of  securities  which  is  immedi- 
ately followed  or  immediately  preceded  by  a  purchase  of  substan- 
tially identical  securities.     Gain  or  loss,  however,  is  realized  in  the 
case  of  the  "short  sale."    Under  this  article  a  taxpayer  owning  a 
hundred  shares  of  stock  in  the  X  Corporation,  who  purchases  another 
hundred  shares  of  stock  in  the  X  Corporation  and  within  30  days 
thereafter  sells  the  first  purchased  stock  of  the  X  Corporation,  can 
not  deduct  in  computing  net  income  any  loss  claimed  to  have  been 
sustained  from  the  transaction;  if  he  sells  the  entire  200  shares  of 
stock,  a  gain  or  loss  from  both  transactions  is  realized  at  that  time ; 
and  if  he  sells  the  stock  of  the  X  Corporation  included  within  the 
second  purchase  a  gain  or  loss  is  realized  thereby. 

SEC.   119.  INCOME  FROM   SOURCES   WITHIN   UNITED   STATES. 

(a)  Gross  income  from  sources  in  TTnited  States.— The  following  items 
of  gross  income  shall  be  treated  as  income  from  sources  within  the 
United  States: 
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(1)  INTEBBST.— Interest  on  bonds,  notes,  or  other  interest-bearing 
obligations  of  residents,  corporate  or  otherwise,  not  including— 

(A)  interest  on  deposits  with  persons  carrying  on  the  bank- 
ing business  paid  to  persons  not  engaged  in  business  within  the 
United  States  and  not  having  an  office  or  place  of  business 
therein,  or 

(B)  interest  received  from  a  resident  alien  individual,  a 
resident  foreign  corporation,  or  a  domestic  corporation,  when 
it  is  shown  to  the  satisfaction  of  the  Commissioner  that  less 
than  20  per  centum  of  the  gross  income  of  such  resident  payor 
or  domestic  corporation  has  been  derived  from  sources  within 
the  United  States,  as  determined  under  the  provisions  of  this 
section,  for  the  three-year  period  ending  with  the  close  of  the 
taxable  year  of  such  payor  preceding  the  payment  of  such 
interest,  or  for  such  part  of  such  period  as  may  be  applicable,  or 

(C)  income  derived  by  a  foreign  central  bank  of  issue  from 
bankers'  acceptances; 

(2)  Dividends. — ^The  amount  received  as  dividends — 

(A)  from  a  domestic  corporation  other  than  a  corporation 
entitled  to  the  benefits  of  section  251,  and  other  than  a  corpora- 
tion less  than  20  per  centum  of  whose  gross  income  is 
shown  to  the  satisfaction  of  the  Commissioner  to  have  been 
derived  from  sources  within  the  United  States,  as  determined 
under  the  provisions  of  this  section,  for  the  three-year  period 
ending  with  the  close  of  the  taxable  year  of  such  corporation 
preceding  the  dedaration  of  such  dividends  (or  for  such  part 
of  such  period  as  the  corporation  has  been  in  existence),  or 

(B)  from  a  foreign  corporation  unless  less  than  50  per 
centum  of  the  gross  income  of  such  foreign  corporation  for  the 
three-year  period  ending  with  the  close  of  its  taxable  year 
preceding  the  declaration  of  such  dividends  (or  for  such  part 
of  such  period  as  the  corporation  has  been  in  existence)  was 
derived  from  sources  within  the  United  States  as  determined 
under  the  provisions  of  this  section; 

(3)  Personal  services. — Compensation  for  labor  or  personal 
services  performed  in  the  United  States; 

(4)  Rentals  and  royalties.— Rentals  or  royalties  from  proi>- 
erty  located  in  the  United  States  or  from  any  interest  in  such 
property,  including  rentals  or  royalties  for  the  use  of  or  for  the 
privilege  of  using  in  the  United  States,  patents,  copyrights,  secret 
processes  and  formulas,  good  will,  trade-marks,  trade  brands,  fran- 
chises, and  other  like  property ;  and 

(5)  Sale  of  real  property.— Gains,  profits,  and  income  from  the 
sale  of  real  property  located  in  the  United  States. 

(b)  Net  income  from  sources  in  United  States.— From  the  items  of 
gross  income  specified  in  subsection  (a)  of  this  section  there  shall  be 
deducted  the  expenses,  losses,  and  other  deductions  properly  aw)or- 
tioned  or  allocated  thereto  and  a  ratable  part  of  any  expenses,  losses, 
or  other  deductions  which  can  not  definitely  be  aUocated  to  some  item 
or  class  of  gross  income.  The  remainder,  if  any,  shaU  be  included  in 
fuU  as  net  income  from  sources  within  the  United  States. 
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(e)  Gross  income  from  sources  without  United  States.— The  following 
items  of  gross  income  shall  be  treated  as  income  from  sources  without 
the  United  States : 

(1)  Interest  other  than  that  derived  from  sonrceB  within  the 
United  States  as  provided  in  snhsection  (a)  (1)  of  this  section ; 

(2)  Dividends  other  than  those  derived  firom  sources  within  the 
United  States  as  provided  in  subsection  (a)  (2)  of  this  section ; 

(S)  Compensation  for  labor  or  personal  servioes  perfarmed  with- 
out the  United  States; 

(4)  Rentals  or  royalties  from  pn^perty  located  without  the 
United  States  or  from  any  interest  in  such  property,  including 
rentals  or  royalties  far  the  use  of  or  for  the  privUege  of  using 
without  the  United  States,  patents,  copyrights,  secret  processes 
and  formulas,  good  will,  trade-marks,  trade  brands,  franchises, 
and  other  like  properties;  and 

(5)  Gains,  profits,  and  income  from  the  sale  of  real  property 
located  without  the  United  States. 

(i)  Wet  Income  from  sources  without  United  States.— -From  the  items 
Off  gross  income  specified  in  subsection  (c)  of  this  section  there  shall  be 
deducted  the  expenses,  losses,  and  other  deductions  properly  apportioned 
or  allocated  thereto,  and  a  ratable  part  of  any  expenses,  losses,  or  other 
deductions  which  can  not  definitely  be  allocated  to  some  item  or  class  of 
gross  income.  The  rfemahider,  if  any,  shall  be  treated  in  full  as  net 
income  from  sources  without  the  United  States. 

(e)  Inoome  from  sources  partly  within  and  partly  without  United 
States. — Items  of  gross  income,  expenses,  losses  and  deductions,  other 
than  those  specified  in  subsections  (a)  and  (c)  of  this  section,  shall 
be  allocated  or  apportiimed  to  sources  within  or  without  the  United 
States,  under  rules  and  regulations  proscribed  by  the  Commissioner 
with  the  aM>roval  of  the  Secretary.  Where  items  of  gross  income  are 
separately  allocated  to  sources  within  the  United  States,  there  shall 
be  deducted  (for  the  purpose  of  computing  the  net  income  therefrom) 
the  expenses,  losses  and  other  deductions  properly  apportioned  or 
allocated  thereto  and  a  ratable  part  of  other  expenses,  losses  or  other 
deductiwis  which  can  not  definitely  be  aUocated  to  some  item  or  class 
of  gross  income.  The  remainder,  if  any,  shall  be  included  in  full  as  net 
income  from  sources  within  the  United  States.  In  the  case  of  gross 
income  derived  from  sources  partly  within  and  partly  without  the 
United  States,  the  net  income  may  first  be  computed  by  deducting  the 
expenses,  losses  or  other  deductions  apportioned  or  aUocated  thereto 
and  a  ratable  part  of  any  expenses,  losses  or  other  deductions  which 
can  not  definitely  be  allocated  to  some  items  or  class  of  gross  income ; 
and  the  portion  of  such  net  income  attributable  to  sources  within  the 
United  States  may  be  determined  by  processes  or  formulas  of  general 
apportionment  prescribed  by  the  Commissioner  with  the  approval  of  the 
Secretary.    Ckiins,  inrofits  and  income  from — 

(1)  transportation  or  other  services  rendered  partly  within  and 
partly  without  the  United  States,  or 

(2)  from  the  sale  of  personal  property  produced  (in  whole  or  in 
part)  by  the  taxpayer  within  and  sold  without  the  United  States, 
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or  produced  (in  whole  or  in  part)   by  the  taxpayer  without  and 

sold  within  the  United  States, 
shall  be  treated  as  derived  partly  from  sources  vdthin  and  partly  from 
sources  without  the  United  States.  Gains,  profits  and  income  derived 
from  the  purchase  of  personal  property  within  and  its  sale  without 
the  United  States  or  from  the  purchase  of  personal  property  without 
and  its  sale  within  the  United  States,  shall  be  treated  as  derived  entirely 
from  sources  within  the  country  in  which  sold,  except  that  gains, 
profits  and  income  derived  from  the  purchase  of  personal  property 
within  the  United  States  and  its  sale  within  a  possession  of  the 
United  States  or  from  the  purchase  of  personal  property  within  a 
possession  of  the  United  States  and  its  sale  within  the  United  States 
shall  be  treated  as  derived  partly  from  sources  within  and  partly  from 
sources  without  the  United  States. 

(f )  Definitions.— As  used  in  this  section  the  words  "  sale  "  or  **  sold  ** 
include    "exchange"    or    "exchanged";    and    the   word    "produced" 


includes  "created,"  "fabricated,"  "manufactured," 
essed,"  "  cured,"  or  "  aged." 


extracted,"  "proe- 


Art.  671.  Income  from  sources  within  the  TTnited  States. — Nonresi- 
dent alien  individuals,  foreign  corporations,  and  citizens  of  the 
United  States  or  domestic  corporations  entitled  to  the  benefits  of 
section  251  are  taxable  only  upon  income  from  sources  within  the 
United  States.  Citizens  of  the  United  States  and  domestic  corpora- 
tions entitled  to  the  benefits  of  section  251  are,  however,  taxable  upon 
income  received  within  the  United  States,  whether  derived  from 
sources  within  or  without  the  United  States.  (See  sections  212  (a), 
231  (a),  and  251.) 

The  Act  divides  the  income  of  such  taxpayers  into  three  classes: 

(1)  Income  which  is  derived  in  full  from  sources  within  the 
United  States; 

(2)  Income  which  is  derived  in  full  from  sources  without  the 
United  States;  and 

(3)  Income  which  is  derived  partly  from  sources  within  and  partly 
from  sources  without  the  United  States. 

The  taxable  income  from  sources  within  the  United  States  includes 
that  derived  in  full  from  sources  within  the  United  States  and  that 
portion  of  the  income  which  is  derived  partly  from  sources  within 
and  partly  from  sources  without  the  United  States  which  is  allocated 
or  apportioned  to  sources  within  the  United  States. 

Abt.  672.  Interest. — There  shall  be  included  in  the  gross  income 
from  sources  within  the  United  States,  of  nonresident  alien  indi- 
viduals, foreign  corporations,  and  citizens  of  the  United  States  or 
domestic  corporations  which  are  entitled  to  the  benefits  of  section 
251,  all  interest  received  or  accrued,  as  the  case  may  be,  on  bonds, 
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iiottti,or  other  iiiter«st-beariii|r  obligations  of  residents  of  the  United 
Stales,  whether  corporate  or  otherwise,  except: 

(a)  Interest  paid  on  deposits  with  persons,  including  individuals, 
partnerships,  or  corporations,  carrying  on  the  banking  business,  to 
persons  (nonresident  alien  individuals,  foreign  corporations,  and 
citizens  of  the  United  States  or  domestic  corporations  entitled  to 
the  benefits  of  section  251)  not  engaged  in  business  within  the 
United  States,  and  not  having  an  office  or  place  of  business  therein; 

(h)  Interest  received  from  a  resident  alien  individual,  a  resident 
foreign  corporation,  or  a  domestic  corporation,  when  it  is  shown  to 
the  satisfaction  of  the  Commissi<mer  that  less  than  20  per  cent  of  the 
gross  income  of  such  resident  payor  or  domestic  corporation  has  been 
derived  from  sources  within  the  United  States  (as  determined  under 
the  provisions  of  section  119  and  articles  671-684)  for  the  three-year 
period  ending  with  the  close  of  the  taxable  year  of  the  payor  which 
precedes  the  payment  of  such  interest,  or  for  such  part  of  that  period 
as  may  be  applicable;  and 

(c)  Income  derived  by  a  foreign  central  bank  of  issue  from 
bankers'  acceptances.  A  foreign  central  bank  of  issue  means  a  bank 
which  is  by  law  or  government  sanction  the  principal  authority 
(other  than  the  government  itself)  issuing  instruments  intended  to 
circulate  as  currency.  Such  banks  are  generally  the  custodians  of 
the  banking  reserves  of  their  countries. 

Any  taxpayer  who  excludes  from  gross  income  from  sources  within 
the  United  States  income  of  the  type  specified  in  paragraph  (a), 
(ft),  or  (c)  shall  file  with  his  return  a  statement  setting  forth  the 
amount  of  such  income  and  such  information  as  may  be  necessary  to 
show  that  the  income  is  of  the  type  specified  in  those  paragraphs. 

As  to  the  inclusion  in  gross  income  of  items  received  in  the  United 
States  even  though  representing  income  from  sources  without  the 
United  States,  in  the  case  of  citizens  of  the  United  States  and 
domestic  corporations  entitled  to  the  benefits  of  section  251,  see 
article  1132. 

Abt.  678.  ]lmde]idi.~-Gross  income  from  sources  within  the  United 
States  includes  all  dividends,  as  defined  by  section  115 : 

(a)  From  a  domestic  corporation  other  than  one  entitled  to  the 
benefits  of  section  251,  and  other  than  a  corporation  less  than  20  per 
cent  of  whose  gross  income  is  shown  to  the  satisfaction  of  the  Com- 
missioner to  have  been  derived  from  sources  within  the  United  States, 
as  determined  under  the  provisions  of  section  119,  for  the  three-year 
period  ending  with  the  close  of  the  taxable  year  of  such  corporation 
preceding  the  declaration  of  such  dividends  (or  for  such  part  of  such 
period  as  the  corporation  has  been  in  existence) ;  or 
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(b)  From  a  foreign  corporation  unless  less  than  50  per  cent  of  its 
gross  income  for  the  thi-ee-year  period  ending  with  the  close  of  its 
taxable  year  preceding  the  declaration  of  such  dividends,  or  for  such 
part  of  such  period  as  it  has  been  in  existence,  was  derived  from 
sources  within  the  United  States. 

Dividends  will  be  treated  as  income  from  sources  within  the  United 
States  unless  the  taxpayer  submits  sufficient  data  to  establish  to  the 
satisfaction  of  the  Commissioner  that  they  should  be  excluded  from 
gross  income  under  (a)  or  (h)  of  this  article.  (See  also  section 
116  (f).) 

Art.  674.  Compensation  for  labor  or  personal  services. — Gross  income 
from  sources  within  the  United  States  includes  compensation  for 
labor  or  personal  services  performed  within  the  United  States  regard- 
less of  the  residence  of  the  payor,  of  the  place  in  which  the  contract 
for  services  was  made,  or  of  the  place  of  payment.  When  a  specific 
amount  is  paid  for  labor  or  personal  services  performed  in  the  United 
States,  such  amount  shall  be  included  in  the  gross  income.  When  no 
accurate  allocation  or  segregation  of  compensation  for  labor  or  per- 
sonal services  performed  in  the  United  States  can  be  made,  or  when 
such  labor  or  service  is  performed  partly  within  and  partly  without 
the  United  States,  the  amount  to  be  included  in  the  gross  income 
shall  be  determined  by  an  apportionment  on  the  time  basis,  i.  e.,  there 
shall  be  included  in  the  gross  income  an  amount  which  bears  the  same 
relation  to  the  total  compensation  as  the  number  of  days  of  perform- 
ance of  the  labor  or  services  within  the  United  States  bears  to  the 
total  number  of  days  of  performance  of  labor  or  services  for  which 
the  payment  is  made.  Wages  received  for  services  rendered  inside 
the  territorial  limits  of  the  United  States  are  to  be  regarded  as  from 
sources  within  the  United  States.  The  wages  of  an  alien  seaman 
earned  on  a  coastwise  vessel  are  from  sources  within  the  United 
States. 

Art.  675.  Bentals  and  royalties. — Gross  income  from  sources  within 
the  United  States  includes  rentals  or  royalties  from  property  located 
within  the  United  States  or  from  any  interest  in  such  property, 
including  rentals  or  royalties  for  the  use  of  or  the  privilege  of  using 
in  the  United  States,  patents,  copyrights,  secret  processes  and  for- 
mulas, good  will,  trade-marks,  trade  brands,  franchises,  and  other 
like  property.  The  income  arising  from  the  rental  of  property, 
whether  tangible  or  intangible,  located  within  the  United  States,  or 
from  the  use  of  property,  whether  tangible  or  intangible,  within  the 
United  States,  is  from  sources  within  the  United  States. 
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Abt.  676.  Sale  of  real  property. — Gross  income  from  sources  within 
the  United  States  inchides  gain,  computed  under  the  provisions  of 
sections  111-113,  derived  from  the  sale  or  other  disposition  of  real 
property  located  in  the  United  States.  For  the  treatment  of  capital 
net  gains  and  capital  net  losses,  see  section  101  and  articles  601-503. 

Aet.  677.  Income  from  sources  without  the  TTnited  States. — Gross 
income  from  sources  without  the  United  States  includes: 

(1)  Interest  other  than  that  specified  in  section  119  (a)  (1)  and 
article  672,  as  being  derived  from  sources  within  the  United  States ; 

(2)  Dividends  other  than  those  derived  from  sources  within  the 
United  States  as  provided  in  section  119  (a)  (2)  and  article  673 ; 

(3)  Compensation  for  labor  or  personal  services  performed  with- 
out the  United  States  (for  the  treatment  of  compensation  for  labor 
or  personal  services  performed  partly  within  the  United  States  and 
partly  without  the  United  States,  see  article  674) ; 

(4)  Kentals  or  royalties  derived  from  property  without  the  United 
States  or  from  any  interest  in  such  property,  including  rentals  or 
royalties  for  the  use  of  or  for  the  privilege  of  using  without  the 
United  States,  patents,  copyrights,  secret  processes  and  formulas, 
good  will,  trade-marks,  trade  brands,  franchises,  and  other  like 
property  (see  article  675) ;  and 

(5)  Gain  derived  from  the  sale  of  real  property  located  without 
the  United  States  (see  sections  111-113). 

Art.  678.  Sale  of  personal  property. — Income  derived  from  the  pur- 
chase and  sale  of  personal  property  shall  be  treated  as  derived 
entirely  from  the  country  in  which  sold,  except  that  income  derived 
from  the  purchase  of  personal  property  within  the  United  States 
and  its  sale  within  a  possession  of  the  United  States  or  from  the 
purchase  of  personal  property  within  a  possession  of  the  United 
States  and  its  sale  within  the  United  States  shall  be  treated  as  derived 
partly  from  sources  within  and  partly  from  sources  without  the 
United  States.  The  word  "sold"  includes  "exchanged."  The 
"country  in  which  sold  "  ordinarily  means  the  place  where  the  prop- 
erty is  marketed.  This  article  does  not  apply  to  income  from  the  sale 
of  personal  property  produced  (in  whole  or  in  part)  by  the  taxpayer 
within  and  sold  without  the  United  States  or  produced  (in  whole  or 
in  part)  by  the  taxpayer  without  and  sold  within  the  United  States, 
(See  article  682.) 

Art.  679.  Bednctions  in  general. — The  deductions  provided  for  in 
Title  I  shall  be  allowed  to  nonresident  alien  individuals,  foreign  cor- 
porations, and  to  citizens  of  the  United  States  and  domestic  corpora- 
tiims  entitled  to  the  benefits  of  section  251,  only  if  and  to  the  extent 
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provided  in  sections  213,  216,  232,  233,  and  251  and  articles  680-684, 
1051,  1071,  1111,  and  1133. 

Art.  680.  Apportionment  of  deductions.— From  the  items  specified  in 
articles  671-676  as  being  derived  specifically  from  sources  within 
the  United  States  there  shall  be  deducted  the  expenses,  losses,  and 
other  deductions  properly  apportioned  or  allocated  thereto  and  a 
ratable  part  of  any  other  expenses,  losses,  or  deductions  which  can 
not  definitely  be  allocated  to  some  item  or  class  of  gross  income. 
The  remainder  shall  be  included  in  full  as  net  income  from  sources 
within  the  United  States.  The  ratable  part  is  based  upon  the  ratio  of 
gross  income  from  sources  within  the  United  States  to  the  total 
gross  income. 

Example:  A  nonresident  alien  individual  derived  gross  income 
from  all  sources  for  1928  of  $180,000.     There  was  included  therein : 

Interest  on  bonds  of  a  domestic  corporation |9,  OOO 

Dividends  on  stock  of  a  domestic  corporation 4,  oOO 

Royalty  for  the  use  of  patents  within  the  United  States 12, 000 

Gain  from  sale  of  real  property  located  within  the  United  States 11, 000 

Total 3«,000 

that  is,  one-fifth  of  the  total  gross  income  was  from  sources  within 
the  United  States.     The  remainder  of  the  gross  income  was  from  . 
sources  without  the  United  States,  determined  under  article  677. 

The  expenses  of  the  taxpayer  for  the  year  amounted  to  $78,000. 
Of  these  expenses  the  amount  of  $8,000  is  properly  allocated  to 
income  from  sources  within  the  United  States  and  the  amount  of 
$40,000  is  properly  allocated  to  income  from  sources  without  the 
United  States. 

The  remainder  of  the  expenses,  $30,000,  can  not  be  definitely 
allocated  to  any  class  of  income.  A  ratable  part  thereof,  based 
upon  the  relation  of  gross  income  from  sources  within  the  United 
States  to  the  total  gross  income,  shall  be  deducted  in  computing  net 
income  from  sources  within  the  United  States.  Thus,  there  is  de- 
ducted from  the  $36,000  of  gross  income  from  sources  within  the 
United  States,  expenses  amounting  to  $14,000  (representing  $8,000 
properly  apportioned  to  the  income  from  sources  within  the  United 
States  and  $6,000,  a  ratable  part  (one-fifth)  of  the  expenses  which 
could  not  be  allocated  to  any  item  or  class  of  gross  income).  The 
remainder,  $22,000,  is  the  net  income  from  sources  within  the  United 
States. 

Art.  681.  Other  income  from  sources  within  the  United  States. — ^Items 
of  gross  income  other  than  those  specified  in  section  119  (a)  and 
(c)  and  articles  672-678  shall  be  allocated  or  apportioned  to  sources 
within  or  without  the  United  States,  as  provided  in  section  119  (e). 

Art.  681  §  119 
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The  income  derived  from  the  ownership  or  operation  of  any  farm, 
mine,  oil  or  gas  well,  other  natural  deposit,  or  timber,  located  within 
the  United  States,  and  from  the  sale  by  the  producer  of  the  products 
thereof  within  or  without  the  United  States,  shall  ordinarily  be  in- 
cluded in  gross  income  from  sources  within  the  United  States.  If, 
however,  it  is  shown  to  the  satisfaction  of  the  Commissioner  that  due 
to  the  peculiar  conditions  of  production  and  sale  in  a  specific  case  or 
for  other  reasons  all  of  such  gross  income  should  not  be  allocated  to 
sources  within  the  United  States,  an  apportionment  thereof  to 
sources  within  the  United  States  and  to  sources  without  the  United 
States  shall  be  made  as  provided  in  article  682. 

Where  items  of  gross  income  are  separately  allocated  to  sources 
within  the  United  States,  there  shall  be  deducted  therefrom,  in  com- 
puting net  income,  the  expenses,  losses,  and  other  deductions  prop- 
erly apportioned  or  allocated  thereto  and  a  ratable  part  of  other 
expenses,  losses,  or  other  deductions  which  can  not  definitely  be 
allocated  to  some  item  or  class  of  gross  income. 

Art.  682.  Income  from  the  sale  of  personal  property  derived  from 
sources  partly  within  and  partly  without  the  United  States.— Items  of 
gross  income  not  allocated  by  articles  671-678  or  681  to  sources  with- 
in or  without  the  United  States  shall  (unless  unmistakably  from  a 
source  within  or  a  source  without  the  United  States)  be  treated  as 
derived  from  sources  partly  within  and  partly  without  the  United 
States.  Such  income  derived  from  the  sale  of  personal  property  may 
Jbe  divided  into  two  classes:  (A)  income  derived  from  sources  partly 
within  the  United  States  and  partly  within  a  foreign  country, 
and  (B)  income  derived  from  sources  partly  within  the  United  States 
and  partly  within  a  possession  of  the  United  States. 

A.  The  portion  of  such  income  derived  from  sources  partly  within 
the  United  States  and  partly  within  a  foreign  country  which  is  at- 
tributable to  sources  within  the  United  States  shall  be  determined 
according  to  the  following  rules  and  cases : 

Persofud  property  prodw)ed  and  sold, — Gross  income  derived  from 
the  sale  of  personal  property  produced  (in  whole  or  in  part)  by  the 
taxpayer  within  the  United  States  and  sold  within  a  foreign  countiy, 
or  produced  (in  whole  or  in  part)  by  the  taxpayer  within  a  foreign 
coimtry  and  sold  within  the  United  States  shall  be  treated  as  de- 
rived partly  from  sources  within  the  United  States  and  partly  from 
sources  within  a  foreign  country  under  one  of  the  cases  named  below. 
As  used  herein  the  word  "  produced  "  includes  created,  fabricated, 
manufactured,  extracted,  processed,  cured,  or  aged. 

Case  lA.  Where  the  manufacturer  or  producer  regularly  sells 
part  of  his  output  to  wholly  independent  distributors  or  other  selling 


207 


4  - 


-^ 


Art.  682 


§119 


conoems  in  such  a  way  as  to  establish  fairly  an  independent  factory 
or  production  price — or  shows  to  the  satisfaction  of  the  Commissioner 
that  such  an  independent  factory  or  production  price  has  been  other- 
wise established — unaffected  by  considerations  of  tax  liability,  and 
the  selling  or  distributing  branch  or  department  of  the  business  is 
located  in  a  different  country  from  that  in  which  the  factory  is 
located  or  the  production  carried  on,  the  net  income  attributable  to 
sources  within  the  United  States  shall  be  computed  by  an  accounting 
which  treats  the  products  as  sold  by  the  factory  or  productive  de- 
partment of  the  business  to  the  distributing  or  selling  department 
at  the  independent  factory  price  so  established.  In  all  such  cases 
the  basis  of  the  accounting  shall  be  fully  explained  in  a  statement 
attached  to  the  return. 

Case  2  A.  Where  an  independent  factory  or  production  price  has 
not  been  established  as  provided  under  case  1  A,  the  net  income  shall 
first  be  computed  by  deducting  from  the  gross  income  derived  from 
the  sale  of  personal  property  produced  (in  whole  or  in  part)  by  the 
taxpayer  within  the  United  States  and  sold  within  a  foreign  country 
or  produced  (in  whole  or  in  part)  by  the  taxpayer  within  a  foreign 
country  and  sold  within  the  United  States,  the  expenses,  losses,  or 
other  deductions  properly  apportioned  or  allocated  thereto  and  a 
ratable  part  of  any  expenses,  losses,  or  other  deductions  which  can 
not  definitely  be  allocated  to  some  item  or  class  of  gross  income.  Of 
the  amount  of  net  income  so  determined,  one-half  shall  be  appor- 
tioned in  accordance  with  the  value  of  the  taxpayer's  property  within 
the  United  States  and  within  the  foreign  country,  the  portion  at- 
tributable to  sources  within  the  United  States  being  determined  by 
uaultiplying  such  one-half  by  a  fraction  the  numerator  of  which  con- 
sists of  the  value  of  the  taxpayer's  property  within  the  United  States, 
and  the  denominator  of  which  consists  of  the  value  of  the  taxpayer's 
property  both  within  the  United  States  and  within  the  foreign 
country.  The  remaining  one-half  of  such  net  income  shall  be  appor- 
tioned in  accordance  with  the  gross  sales  of  the  taxpayer  within 
the  United  States  and  within  the  foreign  country,  the  portion  at- 
tributable to  sources  within  the  United  States  being  determined  by 
multiplying  such  one-half  by  a  fraction  the  numerator  of  which 
consists  of  the  taxpayer's  gross  sales  for  the  taxable  year  or  period 
within  the  United  States,  and  the  denominator  of  which  consists  of 
the  taxpayer's  gross  sales  for  the  taxable  year  or  period  both  within 
the  United  States  and  within  the  foreign  country.  The  "  gross  sales 
of  the  taxpayer  within  the  United  States"  means  the  gross  sales 
naade  during  the  taxable  year  which  were  principally  secured,  nego- 
tiated, or  effected  by  employees,  agents,  offices,  or  branches  of  the 
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taxpayer's  business  resident  or  located  in  the  United  States.  The 
term  "gross  sales"  as  used  in  this  paragraph  refers  only  to  the 
sales  of  personal  property  produced  (in  whole  or  in  part)  by  the 
t^ixpayer  within  the  United  States  and  sold  within  a  foreign  country 
or  produced  (in  whole  or  in  part)  by  the  taxpayer  within  a  foreign 
country  and  sold  within  the  United  States,  and  the  term  "  property  " 
includes  only  the  property  held  or  used  to  produce  income  which  is 
derived  from  such  sales.  Such  property  should  be  taken  at  its  actual 
value,  which  in  the  case  of  property  valued  or  appraised  for  pur- 
poses of  inventory,  depreciation,  depletion,  or  other  purposes  of 
taxation  shall  be  the  highest  amount  at  which  so  valued  or  ap- 
praised, and  which  in  other  cases  shall  be  deemed  to  be  its  book 
value  in  the  absence  of  affirmative  evidence  showing  such  value  to  be 
greater  or  less  than  the  actual  value.  The  average  value  during  the 
taxable  year  or  period  shall  be  employed.  The  average  value  of 
property  as  above  prescribed  at  the  beginning  and  end  of  the  taxable 
year  or  period  ordinarily  may  be  used,  imless  by  reason  of  material 
changes  during  the  taxable  year  or  period  such  average  does  not 
fairly  represent  the  average  for  such  year  or  period,  in  which  event 
the  average  shall  be  determined  upon  a  monthly  or  daily  basis.  Bills 
and  accounts  receivable  shall  (unless  satisfactory  reason  for  a  differ- 
ent treatment  is  shown)  be  assigned  or  allocated  to  the  United  States 
when  the  debtor  resides  in  the  United  States,  unless  the  taxpayer 
has  no  office,  branch,  or  agent  in  the  United  States. 

Case  3  A.  Application  for  permission  to  base  the  return  upon  the 
taxpayer's  books  of  account  will  be  considered  by  the  Commissioner 
in  the  case  of  any  taxpayer  who,  in  good  faith  and  unaffected  by 
considerations  of  tax  liability,  regularly  employs  in  his  books  of 
account  a  detailed  allocation  of  receipts  and  expenditures  which 
reflects  more  clearly  than  the  processes  or  formulas  herein  prescribed, 
the  income  derived  from  sources  within  the  United  States. 

B.  The  portion  of  such  income  derived  from  sources  partly  within 
the  United  States  and  partly  within  a  possession  of  the  United  States 
which  is  attributable  to  sources  within  the  United  States  shall  be 
determined  according  to  the  following  rules  and  cases : 

Personal  property  produced  and  sold. — Gross  income  derived  from 
iJie  sale  of  personal  property  produced  (in  whole  or  in  part)  by  the 
taxpayer  within  the  United  States  and  sold  within  a  possession  of 
the  United  States,  or  produced  (in  whole  or  in  part)  by  the  taxpayer 
within  a  possession  of  the  United  States  and  sold  within  the  United 
States  shall  be  treated  as  derived  partly  from  sources  within  the 
United  States  and  partly  from  sources  within  a  possession  of  the 
United  States  under  one  of  the  cases  named  below.    As  used  herein 
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the  word  "  produced  "  includes  created,  fabricated,  manufactured, 
extracted,  processed,  cured,  or  aged. 

Case  1  B.  Same  as  case  1  A. 

Case  2  B.  Where  an  independent  factory  or  production  price  has 
not  been  established  as  provided  under  case  1  A,  the  net  income  shall 
first  be  computed  by  deducting  from  the  gross  income  derived  from 
the  sale  of  personal  property  produced  (in  whole  or  in  part)  by  the 
taxpayer  within  the  United  States  and  sold  within  a  possession  of 
the  United  States,  or  produced  (in  whole  or  in  part)  by  the  taxpayer 
within  a  possession  of  the  United  States  and  sold  within  the  United 
States,  the  expenses,  losses,  or  other  deductions  properly  apportioned 
or  allocated  thereto  and  a  ratable  part  of  any  expenses,  losses,  or 
other  deductions  which  can  not  definitely  be  allocated  to  some  item 
or  class  of  gross  income.  Of  the  amount  of  net  income  so  determined, 
one-half  shall  be  apportioned  in  accordance  with  the  value  of  the  tax- 
payer's property  within  the  United  States  and  within  the  possession 
of  the  United  States,  the  portion  attributable  to  sources  within  the 
United  States  being  determined  by  multiplying  such  one-half  by  a 
fraction  the  numerator  of  which  consists  of  the  value  of  the  tax- 
payer's property  within  the  United  States,  and  the  denominator  of 
which  consists  of  the  value  of  the  taxpayer's  property  both  within 
the  United  States  and  within  the  possession  of  the  United  States. 
The  remaining  one-half  of  such  net  income  shall  be  apportioned  in 
accordance  with  the,  total  business  of  the  taxpayer  within  the  United 
States  and  within  the  possession  of  the  United  States,  the  portion 
attributable  to  sources  within  the  United  States  being  determined 
by  multiplying  such  one-half  by  a  fraction  the  numerator  of  which 
consists  of  the  amount  of  the  taxpayer's  business  for  the  taxable 
year  or  period  within  the  United  States,  and  the  denominator  of 
which  consists  of  the  amount  of  the  taxpayer's  business  for  the  tax- 
able year  or  period  both  within  the  United  States  and  within  the 
possession  of  the  United  States.  The  "  business  of  the  taxpayer  " 
as  that  term  is  used  in  this  paragraph  shall  be  measured  by  the 
amounts  which  the  taxpayer  paid  out  during  the  taxable  year  or 
period  for  wages,  salaries,  and  other  compensation  of  employees 
and  for  the  purchase  of  goods,  materials,  and  supplies  consumed  in 
the  regular  course  of  business,  plus  the  amounts  received  during  the 
taxable  year  or  period  from  gross  sales,  such  expenses,  purchases, 
and  gross  sales  being  limited  to  those  attributable  to  the  production 
(in  whole  or  in  part)  of  personal  property  within  the  United  States 
and  its  sale  within  a  possession  of  the  United  States  or  to  the  pro- 
duction (in  whole  or  in  part)  of  personal  property  within  a  posses- 
sion of  the  United  States  and  its  sale  within  the  United  Statea 
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•Hie  term  « property'"  as  used  in  this  paragraph  includes  only  tiie 
property  held  or  used  to  produce  income  which  is  derived  from  such 
sales. 

Case  3B.  Same  as  case  3  A. 

PerMnal  property  purohmed  and  «oW.— Gross  income  derived 
from  the  purchase  of  personal  property  within  the  United  States 
and  Its  sale  within  a  possession  of  the  United  States  and  from  the 
purchase  of  personal  property  within  a  possession  of  the  United 
States  and  its  sale  within  the  United  States  shall  be  treated  as 
derived  partly  from  sources  within  the  United  States  and  partly  from 
sources  withm  a  possession  of  the  United  States  under  one  of  the 
following  cases : 

Case  I B.  The  net  income  shall  first  be  computed  by  deducting 
from  such  gross  income  the  expenses,  losses,  and  other  deductions 
properly  apportioned  or  allocated  thereto  and  a  ratable  part  of  any 
expenses,  losses,  or  other  deductions  which  can  not  definitely  be  aUo- 
cated  to  some  item  or  class  of  gross  income.  The  amount  of  net 
income  so  determined  shall  be  apportioned  in  accordance  with  the 
total  busmess  of  the  taxpayer  within  the  United  States  and  within 
the  possession  of  the  United  States,  the  portion  attributable  to 
sources  within  the  United  States  being  that  percentage  of  such  net 
income  which  the  amount  of  the  taxpayer's  business  for  the  taxable 
year  or  period  within  the  United  States  bears  to  the  amount  of  the 
taxpayer's  business  for  the  taxable  year  or  period  both  within  the 
United  States  and  within  the  possession  of  the  United  States     The 

business  of  the  taxpayer"  as  that  term  is  used  in  this  paragraph 
diall  be  measured  by  the  amounts  which  the  taxpayer  paid  out 
during  the  taxable  year  or  period  for  wages,  salaries,  and  other  com- 
pensation of  employees  and  for  the  purchase  of  goods,  materials, 
■nd  snpphes  sold  or  consumed  in  the  regular  course  of  business 
plus  the  amount  received  during  the  taxable  year  or  period  from' 
gross  sales,  such  expenses,  purchases,  and  gross  sales  being  limited 
to  those  attributable  to  the  purchase  of  personal  property  within 
toe  Umted  States  and  its  sale  within  a  possession  of  the  United 
States  or  to  the  purchase  of  personal  property  within  a  possession 
of  the  United  States  and  its  sale  within  the  United  States. 

Case  II B.  Same  as  case  3  A. 

Airr.  683.  Tnuuportation  service—A  foreign  corporation  carrying 
on  the  busmess  of  transportation  service  between  points  in  the 
United  States  and  points  outside  the  United  States  derives  income 
parUy  from  sources  within  and  partly  from  sources  without  the 
United  States. 
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(1)  The  gross  income  from  sources  within  the  United  States  de- 
rived from  such  services  shall  be  determined  by  taking  such  a  por- 
tion of  the  total  gross  revenues  therefrom  as  (a)  the  sum  of  the 
costs  or  expenses  of  such  transportation  business  carried  on  by  the 
taxpayer  within  the  United  States  and  a  reasonable  return  upon  the 
property  used  in  its  transportation  business  while  within  the  United 
States  bears  to  {h)  the  sum  of  the  total  costs  or  expenses  of  such 
transportation  business  carried  on  by  the  taxpayer  and  a  reasonable 
return  upon  the  total  property  used  in  such  transportation  business. 
Kevenues  from  operations  incidental  to  transportation  services  (such 
as  the  sale  of  money  orders)  shall  be  apportioned  on  the  same  basis 
as  direct  revenues  from  transportation  services. 

In  allocating  the  total  costs  or  expenses  incurred  in  such  transpor- 
tation business,  costs  or  expenses  incurred  in  connection  with  such 
part  of  the  services  as  was  wholly  rendered  in  the  United  States 
should  be  assigned  to  the  cost  of  transportation  business  within  the 
United  States.  For  example,  expenses  of  loading  and  unloading  in 
the  United  States,  rentals,  office  expenses,  salaries,  and  wages  wholly 
incurred  for  services  rendered  to  the  taxpayer  in  the  United  States 
belong  to  this  class.  Costs  and  expenses  incurred  in  connection  with 
services  rendered  partly  within  and  partly  without  the  United  States 
may  be  prorated  on  a  reasonable  basis  between  such  services.  For 
example,  ship  wages,  charter  money,  insurance,  and  supplies  charge- 
able to  voyage  expenses  should  ordinarily  be  prorated  for  each  voyage 
on  the  basis  of  the  proportion  which  the  number  of  days  the  ship  was 
within  the  territorial  limits  of  the  United  States  bears  to  the  total 
number  of  days  on  the  voyage,  and  fuel  consumed  on  each  voyage 
may  be  prorated  on  the  basis  of  the  proportion  which  the  number  of 
miles  sailed  within  the  territorial  limits  of  the  United  States  bears 
to  the  total  number  of  miles  sailed  on  the  voyage.  Income,  war- 
profits,  and  excess-profits  taxes  should  not  be  regarded  as  costs  or  ex- 
penses for  the  purpose  of  determining  the  proportion  of  gross  income 
from  sources  within  the  United  States ;  and  for  such  purpose,  interest 
and  other  expenses  for  the  use  of  borrowed  capital  should  not  be 
taken  into  the  cost  of  services  rendered,  for  the  reason  that  the  return 
upon  the  property  u&^d  measures  the  extent  to  which  such  borrowed 
capital  is  the  source  of  the  income.  For  other  expenses  entering  into 
the  cost  of  services,  only  such  expenses  as  are  allowable  deductions 
under  the  Revenue  Act  of  1928  should  be  taken. 

The  value  of  the  property  used  should  be  determined  upon  the 
basis  of  cost  less  depreciation.  Eight  per  cent  may  ordinarily  be 
taken  as  a  reasonable  rate  of  return  to  apply  to  such  property.  The 
property  taken  should  be  the  average  property  employed  in  the 


Art.  683 


§119 


mLm 


IKCOME  TAX  BBGUIiATIONS 


transportation  service  between  points  in  the  United  States  and  points 
outside  the  United  States  during  the  taxable  year.  Current  assets 
should  be  decreased  by  current  liabilities  and  allocated  to  services 
between  the  United  States  and  foreign  countries  and  to  other  serv- 
ices. The  part  allocated  to  services  between  the  United  States  and 
foreign  countries  should  be  based  on  the  proportion  which  the  gross 
receipts  from  such  services  bear  to  the  gross  receipts  from  all  serv- 
ices. The  amount  so  allocated  to  services  between  the  United 
States  and  foreign  countries  should  be  further  allocated  to  services 
rendered  within  the  United  States  and  to  services  rendered  without 
the  United  States.  The  portion  allocable  to  services  rendered  within 
the  United  States  should  be  based  on  the  proportion  which  the  ex- 
penses incurred  within  the  territorial  limits  of  the  United  States  bear 
to  the  total  expenses  incurred  in  services  between  the  United  States 
and  foreign  countries.  For  ships  the  average  should  be  determined 
upon  a  daily  basis  for  each  ship  and  the  amount  to  be  apportioned 
for  each  ship  as  assets  employed  within  the  United  States  should  be 
computed  upon  the  proportion  which  the  number  of  days  the  ship 
was  within  the  territorial  limits  of  the  United  States  bears  to  the 
total  number  of  days  the  ship  was  in  service  during  the  taxable 
period.  For  other  assets  employed  in  the  transportation  business,  the 
average  of  the  assets  at  the  beginning  and  end  of  the  taxable  period 
ordinarily  may  be  taken,  but  if  the  average  so  obtained  does  not,  by 
reason  of  material  changes  during  the  taxable  year,  fairly  represent 
the  average  for  such  year  either  for  the  assets  employed  in  the  trans- 
portation business  in  the  United  States  or  in  total,  the  average  must 
be  determined  upon  a  monthly  or  daily  basis. 

(2)  In  computing  net  income  from  sources  within  the  United 
States  there  shall  be  allowed  as  deductions  from  the  gross  income  as 
determined  in  accordance  with  paragraph  (1),  (a),  the  expenses  of 
the  transportation  business  carried  on  within  the  United  States  as 
determined  under  paragraph  (1),  and  (b)  the  expenses  determined  in 
accordance  with  paragraphs  (3)  and  (4). 

(3)  Interest  and  income,  war-profits,  and  excess-profits  taxes 
should  be  excluded  from  the  apportionment  process,  as  explained  in 
paragraph  (1) ;  but  for  the  purpose  of  computing  net  income  there 
may  be  deducted  from  the  gross  income  from  sources  within  the 
United  States,  after  the  amount  of  such  gross  income  has  been  deter- 
mined, a  ratable  part  (a)  of  all  interest  (deductible  under  section  23 
(b)),  and  (ft)  of  all  income,  war-profits,  and  excess-profits  taxes  (de- 
ductible under  section  23  (c)  and  (d)),  paid  or  accrued  in  respect  of 
the  business  of  transportation  service  between  points  in  the  United 
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States  and  points  outeide  the  United  States.  Such  ratable  part 
should  ordinarily  be  based  upon  the  ratio  of  gross  income  from 
sources  within  the  United  States  to  the  total  gross  income  from  such 
transportation  service. 

(4)  If  a  foreign  corporation  subject  to  this  article  is  also  engaged 
in  a  business  other  than  that  of  providing  transportation  service  be- 
tween points  in  the  United  States  and  points  outside  the  United 
States,  the  costs  and  expenses  (including  taxes)  properly  appor- 
tioned or  allocated  to  such  other  business  should  be  excluded  both 
from  the  deductions  and  from  the  apportionment  process  prescribed 
in  paragraph  (1) ;  but,  for  the  purpose  of  determining  net  income,  a 
ratable  part  of  any  general  expenses,  losses,  or  deductions,  which  can 
not  definitely  be  allocated  to  some  item  or  class  of  gross  income,  may 
be  deducted  from  the  gross  income  from  sources  within  the  United 
States  after  the  amount  of  such  gross  income  has  been  determined. 
Such  ratable  part  should  ordinarily  be  based  upon  the  ratio  of  gross 
income  from  sources  within  the  United  States  to  the  total  gross 
income. 

(5)  Application  for  permission  to  base  the  return  upon  the  tax- 
payer's books  of  account  will  be  considered  by  the  Commissioner  in 
the  case  of  any  taxpayer  subject  to  this  article,  who,  in  good  faith 
and  unaffected  by  considerations  of  tax  liability,  regularly  employs 
in  his  books  of  account  a  detailed  allocation  of  receipts  and  expendi- 
tures which  reflects  more  clearly  than  the  process  prescribed  in  para- 
graphs (l)-(4),  the  income  derived  from  sources  within  the  United 
States. 

Abt.  684.  Computation  of  income. — ^Where  a  taxpayer  has  gross 
income  from  sources  within  or  without  the  United  States  as  defined 
by  section  119  (a)  or  (c)  together  with  gross  income  derived  partly 
from  sources  within  and  partly  from  sources  without  the  United 
States,  the  amounts  thereof,  together  with  the  expenses  and  invest- 
ment applicable  thereto,  shall  be  segregated,  and  the  net  income  from 
sources  within  the  United  States  shall  be  separately  computed 
therefrom. 

SEC.  120.  UNLIMITED  DEDUCTION  FOR  CHARITABLE  AND 
OTHER  CONTRIBUTIONS. 

In  the  case  of  an  individnal  if  in  the  taxable  year  and  in  each  of  the 
ten  preceding  taxable  years  the  amount  of  the  contributions  or  gifts  de- 
scribed in  section  23  (n)  plus  the  amount  of  income,  war-profits,  or 
excess-profits  taxes  paid  during  such  year  in  respect  of  preceding  tax- 
able years,  exceeds  90  per  centum  of  the  taxpayer's  net  income  for  each 
such  year,  as  computed  without  the  benefit  of  section  23  (n),  then  the 
15  per  centum  limit  imposed  by  such  section  shall  not  be  applicable. 
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SUPPLEMENT  O-^BEDITB  AOAINST  TAX 

[Supplementary  to  Subtitle  B,  Part  III] 

SBC.  131.  TAXES  OF  FOREIGN  COUNTRIES  AND  POSSESSIONS 
OF  UNITED  STATES. 

(a)  Allowance  of  credit.— The  tax  imposed  by  this  title  shall  be 
credited  with : 

(1)  CinzBN  AND  DOMESTIC  CORPORATION. — In  the  case  of  a  citizen 
of  the  United  States  and  of  a  domestic  corporation,  the  amount  of 
any  Income,  war-profits,  and  excess-profits  taxes  paid  or  accrued 
during  the  taxable  year  to  any  foreign  country  or  to  any  possession 
of  the  United  States ;  and 

(2)  Resident  of  United  States.— In  the  case  of  a  resident  of  the 
United  States,  the  amount  of  any  such  taxes  paid  or  accrued  during 
the  taxable  year  to  any  possession  of  the  United  States;  and 

(3)  Alien  resident  op  Unitih  States. — In  the  case  of  an  alien 
resident  of  the  United  States,  the  amount  of  any  such  taxes  paid 
or  accrued  during  the  taxable  year  to  any  foreign  country,  if  the 
foreign  country  of  which  such  alien  resident  is  a  citizen  or  subject, 
in  imposing  such  taxes,  allows  a  similar  credit  to  citizens  of  the 
United  States  residing  in  such  country ;  and 

(4)  Partnerships  and  estates.— In  the  case  of  any  such  indi- 
vidual who  is  a  member  of  a  partnership  or  a  beneficiary  of  an 
estate  or  trust,  his  proportionate  share  of  such  taxes  of  the  partner- 
ship or  the  estate  or  trust  paid  or  accrued  during  the  taxable  year 
to  a  foreign  country  or  to  any  possession  of  the  United  States,  as 
the  case  may  ba 

(b)  limit  on  credit— In  no  case  shall  the  amount  of  credit  taken 
under  this  section  exceed  the  same  proportion  of  the  tax  (computed  on 
the  basis  of  the  taxpayer's  net  income  without  the  deduction  of  any 
Income,  war-profits,  or  excess-profits  tax  any  part  of  which  may  be 
aUowed  to  him  as  a  credit  by  this  section),  against  which  such  credit 
is  taken,  which  the  taxpayer's  net  income  (computed  without  the 
deduction  of  any  such  income,  war-profits,  or  excess-profits  tax)  from 
sources  without  the  United  States  bears  to  his  entire  net  income  (com- 
puted without  such  deduction)  for  the  same  taxable  year. 

(0)  Adjustments  on  payment  of  aoomed  taxes.— If  accrued  taxes  when 
paid  dilfer  from  the  amounts  claimed  as  credits  by  the  taxpayer,  or  if 
any  tax  paid  is  refunded  in  whole  or  in  part,  the  taxpayer  shall  notify 
the  Commissioner,  who  shall  redetermine  the  amount  of  the  tax  for  the 
year  or  years  affected,  and  the  amount  of  tax  due  upon  such  redeter- 
mination, if  any,  shall  be  paid  by  the  taxpayer  upon  notice  and  demand 
by  the  coUector,  or  the  amount  of  tax  overpaid,  if  any,  shall  be  credited 
or  refunded  to  the  taxpayer  in  accordance  with  the  provisions  of  section 
322.  In  the  case  of  such  a  tax  accrued  but  not  paid,  the  Commis- 
sioner as  a  condition  precedwit  to  the  aUowance  of  this  credit  may 
require  the  taxpayer  to  give  a  bond  with  sureties  satisfactory  to  and 
to  be  approved  by  the  Commissioner  in  such  sum  as  the  Commissioner 
may  require,  conditioned  upon  the  payment  by  the  taxpayer  of  any 
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amount  of  tax  found  due  upon  any  such  redetermination;  and  the 
bond  herein  prescribed  shall  contain  such  further  conditions  as  the 
Commissioner  may  require. 

(d)  Year  in  which  credit  taken.— The  credits  provided  for  In  this 
section  may,  at  the  option  of  the  taxpayer  and  irrespective  of  the 
method  of  accounting  employed  in  keeping  his  books,  be  taken  in  the 
year  in  which  the  taxes  of  the  foreign  country  or  the  possession  of  the 
United  States  accrued,  subject,  however,  to  the  conditions  prescribed 
in  subsection  (c)  of  this  section.  If  the  taxpayer  elects  to  take  such 
credits  in  the  year  in  which  the  taxes  of  the  foreign  country  or  the  pos- 
session of  the  United  States  accrued,  the  credits  for  aU  subsequent 
years  shall  be  taken  upon  the  same  basis. 

(e)  Proof  of  credits.— These  credits  shall  be  allowed  only  if  the  tax- 
payer furnishes  evidence  satisfactory  to  the  Commissioner  showing  the 
amount  of  income  derived  from  sources  without  the  United  States,  and 
all  other  information  necessary  for  the  verification  and  computation 
of  such  credits. 

(f )  Taxes  of  foreign  subsidiary.- For  the  purposes  of  this  section  a 
domestic  corporation  which  owns  a  majority  of  the  voting  stock  of  a 
foreign  corporation  from  which  it  receives  dividends   (not  deductible 
under  section  23   (p) )  in  any  taxable  year  shaU  be  deemed  to  have 
paid  the  same  proportion  of  any  income,  war-profits,  or  excess-profits 
taxes  paid  by  such  foreign  corporation  to  any  foreign  country  or  to 
any  possession  of  the  United  States,  upon  or  with  respect  to  the  accu- 
mulated profits  of  such  foreign  corporation  from  which  such  dividends 
were  paid,  which  the  amount  of  such  dividends  bears  to  the  amount  of 
such  accumulated  profits:  Provided,  That  the  credit  allowed  to  any 
domestic  corporation  under  this  subsection  shall  in  no  case  exceed  the 
same  proportion  of  the  taxes  against  which  it  is  credited,  which  the 
amount  of  such  dividends  bears  to  the  amount  of  the  entire  net  income 
of  the  domestic  corporation  in  which  such  dividends  are  included.    The 
term  "  accumulated  profits  "  when  used  in  this  subsection  in  reference 
to  a  foreign  corporation,  means  the  amount  of  its  gains,  profits,  or 
income  in  excess  of  the  income,  war-profits,  and  excess-profits  taxes 
imposed  upon  or  with  respect  to  such  profits  or  income ;  and  the  C<Mn- 
missioner  with  the  approval  of  the  Secretary  shaU  have  fuU  power  to 
determine  from  the  accumulated  profits  of  what  year  or  years  such 
dividends  were  paid ;  treating  dividends  paid  in  the  first  sixty  days  of 
any  year  as  having  been  paid  from  the  accumulated  profits  of  the 
preceding  year  or  years  (unless  to  his  satisfaction  shown  otherwise), 
and  in  other  respects  treating  dividends  as  having  been  paid  from  the 
most  recentiy  accumulated  gains,  profits^  or  earnings.     In  the  case  of 
a  foreign  corporation,  the  income,  war-profits,  and  excess-profits  taxes 
of  which  are  determined  on  the  basis  of  an  accounting  period  of  less 
than  one  year,  the  word  "year"  as  used  in  this  subsection  shall  be 
construed  to  mean  such  accounting  period. 

(jr)  Corporations  treated  as  foreign.— For  the  purposes  of  this  sec- 
tion the  following  corporations  shall  be  treated  as  foreign  corporations: 
(1)  A  corporation  entitied  to  the  benefits  of  section  251,   by 
reason  of  receiving  a  large  percentage  of  its  gross  income  from 
sources  within  a  possession  of  the  United  States ; 
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(2)  A  corporation  organized  under  the  China  Trade  Act,  1922; 
and  entitled  to  the  credit  provided  for  in  section  261. 

Aht.  691.  Analysis  of  credit  for  taxes.— (1)  In  the  case  of  a  citizen 
of  the  United  States,  whether  pesident  or  nonresident,  and  in  the 
case  of  a  domestic  corporation  the  basis  of  the  credit  for  taxes  is  as 
follows:  (a)  The  amount  of  any  income,  war-profits,  and  excess- 
profits  taxes  paid  or  accrued  during  the  taxable  year  to  any  foreign 
country  or  to  any  possession  of  the  United  States;  and  {b)  an  in- 
dividual's  proportionate  share  of  any  such  taxes  of  a  partnership  of 
which  he  is  a  partner  or  of  an  estate  or  trust  of  which  he  is  a  bene- 
ficiary paid  or  accrued  during  the  taxable  year  to  a  foreign  country 
or  to  any  possession  of  the  United  States,  as  the  case  may  be. 

(2)  In  the  case  of  an  alien  resident  of  the  United  States  the  basis 
of  the  credit  for  taxes  is  as  foUows:  (a)  The  amount  of  any  such 
taxes  paid  or  accrued  during  the  taxable  year  to  any  possession  of 
the  United  States;    (h)   the  amount  of     any  such  taxes  paid  or 
accrued  during  the  taxable  year  to  any  foreign  country,  if  the  for- 
eign country  of  which  such  aHen  resident  is  a  citizen  or  subject, 
m  imposing  such  taxes,  aUows  a  similar  credit  to  citizens  of  the 
United  States  residing  in  such  country;  and  (c)  his  proportionate 
share  of  any  such  taxes  of  a  partnership  of  which  he  is  a  partner 
or  of  an  estate  or  trust  of  which  he  is  a  beneficiary  paid  or  accrued 
during  the  taxable  year  to  any  foreign  country,  if  the  foreign  coun- 
try of  which  such  alien  resident  is  a  citizen  or  subject,  in  imposing 
such  taxes,  allows  a  similar  credit  to  citizens  of  the  United  States 
residing  in  such  country,  or  to  any  possession  of  the  United  States 
as  the  case  may  be.    A  citizen  of  the  United  States  or  a  domestic  cor- 
poration entitled  to  the  benefits  of  section  251,  or  a  China  Trade  Act 
corporation,  is  not  allowed  any  of  the  credits  provided  by  section  131. 
AiT.  692.  Meaninsr  of  terns.— The  "  amount  of  any  income,  war- 
profits,  and  excess-profits  taxes  paid  or  accrued  during  the  taxable 
year  "  means  taxes  proper  (no  credit  being  given  for  amounts  repre- 
senting  interest  or  penalties)  paid  or  accrued  during  the  taxable 
year  on  behalf  of  the  taxpayer  claiming  credit.    "  Foreign  country  » 
includes  within  its  meaning,  any  foreign  sovereign  state  or  self- 
governing  colony  (for  example,  the  Dominion  of  Canada),  but  does 
not  mclude  a  foreign  municipality  (for  example,  Montreal)  unless 
iteelf  a  sovereign  state  (for  example,  Hamburg).    "Any  possession 
of  the  United   States"  includes,   among  others,   Porto   Kico    the 
PhiUppines,  and  the  Virgin  Islanda    But  see  section  261  and  article 
1132.    As  to  the  meaning  of  "sources,"  see  section  119.     (See  also 
section  701.) 
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Art.  693.  Conditions  of  aHowance  of  credit. — ^When  credit  is  sought 
for  income,  war-profite,  or  excess-profits  taxes  paid  other  than  to 
the  United  States,  the  income  tax  return  must  be  accompanied  by 
Form  1116  in  the  case  of  an  individual,  and  by  Form  1118  in  the 
case  of  a  corporation.  The  form  must  be  carefully  filled  in  with 
all  the  information  there  called  for  and  with  the  calculations  of 
credits  there  indicated,  and  must  be  duly  signed  and  sworn  to  or 
affirmed.  When  credit  is  sought  for  taxes  already  paid  the  form 
must  have  attached  to  it  the  receipt  for  each  such  tax  payment.  When 
credit  is  sought  for  taxes  accrued,  the  form  must  have  attached  to  it 
the  return  on  which  each  such  accrued  tax  was  based.  This  receipt 
or  return  so  attached  must  be  either  the  original,  a  duplicate 
original,  a  duly  certified  or  authenticated  copy,  or  a  sworn  copy. 
In  case  only  a  sworn  copy  of  a  receipt  or  return  is  attached,  there 
must  be  kept  readily  available  for  comparison  on  request  the  original, 
a  duplicate  original,  or  a  duly  certified  or  authenticated  copy.  Where 
the  receipt  or  the  return  is  in  a  foreign  language,  a  certified  transla^ 
tion  thereof  must  be  furnished  by  the  taxpayer. 

In  the  case  of  a  credit  sought  for  a  tax  accrued  but  not  paid,  the 
Commissioner  may  require  as  a  condition  precedent  to  the  allowance 
of  credit  a  bond  from  the  taxpayer  in  addition  to  Form  1116  or  1118. 
If  such  a  bond  is  required.  Form  1117  shall  be  used  by  an  individual 
and  Form  1119  by  a  corporation.  It  shall  be  in  such  sum  as  the 
Commissioner  may  prescribe,  and  shall  be  conditioned  for  the  pay- 
ment by  the  taxpayer  of  any  amount  of  tax  found  due  upon  any  re- 
determination of  the  tax  made  necessary  by  such  credit  proving 
incorrect,  with  such  further  conditions  as  the  Commissioner  may 
require.  Thi3  bond  shall  be  executed  by  the  taxpayer,  or  the  agent 
or  representative  of  the  taxpayer,  as  principal,  and  by  sureties  satis- 
factory to  and  approved  by  the  Commissioner.  (See  also  section  1126 
of  the  Revenue  Act  of  1926.) 

For  credit  where  taxes  are  paid  by  a  foreign  corporation  controlled 
by  a  domestic  corporation,  see  article  698.  A  claim  for  credit  in 
such  a  case  is  also  to  be  made  on  Form  1118.  See  article  697  with 
reference  to  the  option  granted  by  section  131  (d). 

Art.  694.  Kedetennination  of  tax  when  credit  proves  incorrect. — ^In 
case  credit  has  been  given  for  taxes  accrued,  or  a  proportionate  share 
thereof,  and  the  amount  that  is  actually  paid  on  account  of  such 
taxes,  or  a  proportionate  share  thereof,  is  not  the  same  as  the  amount 
of  such  credit,  or  in  case  any  tax  payment  credited  is  refunded  in 
whole  or  in  part,  the  taxpayer  shall  immediately  notify  the  Commis- 
sioner.   The  Commissioner  will  thereupon  redetermine  the  amount 
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of  the  income  tax  of  such  taxpayer  for  the  year  or  years  for  which 
such  incorrect  credit  was  granted.  The  amount  of  tax,  if  any,  due 
upon  such  redetermination  shall  be  paid  by  the  taxpayer  upon  notice 
and  demand  by  the  collector.  The  amount  of  tax,  if  any,  shown  by 
such  redetermination  to  have  been  overpaid  shall  be  credited  or  re- 
funded  to  the  taxpayer  in  accordance  with  the  provisions  of  section 
322.    (See  articles  1251-1257.) 

Aht.  695.  Countries  which  do  or  do  not  satisfy  the  similar  credit  re- 
qmrcment.— (a)  The  following  is  an  incomplete  list  of  the  countries 
which  satisfy  the  similar  credit  requirement  of  section  131  (a)  (3)  of 
the  Eevenue  Act  of  1928,  either  by  allowing  to  citizens  of  the  United 
States  residing  in  such  countries  a  credit  for  the  amount  of  income 
taxes  paid  to  the  United  States,  or,  in  imposing  such  taxes,  by 
exempting  from  taxation  the  incomes  received  from  sources  within 
the  United  States  by  citizens  of  the  United  States  residing  in  such 
countries:  Australia,  Austria,  Bulgaria,  Canada,  Italy,  Netherlands, 
Newfoundland,  Salvador. 

(h)  The  following  is  an  incomplete  list  of  the  countries  which 
do  not  satisfy  the  similar  credit  requirement  of  section  131  (a)  (3) 
of  the  Kevenue  Act  of  1928,  either  because  such  countries  do  not 
allow  any  credit  to  citizens  of  the  United  States  residing  in  such 
countries  for  the  amount  of  income  taxes  paid  to  the  United  States 
or  because  such  countries  do  not  impose  any  income  taxes :  Argen- 
tina, Bahama,  Belgium,  Bermuda,  Bolivia,  Bosnia,  Brazil,  Chile, 
China,  Costa  Eica,  Czechoslovakia,  Dutch  Guiana,  Ecuador,  Egypt, 
Finland,  France,  Germany,  Great  Britain  and  Northern  Ireland 
Guatemala,  Herzegovina,  India,  Irish  Free  State,  Jamaica,  Japan, 
Montenegro,  Morocco,  New  Zealand,  Nicaragua,  Panama,  Paraguay 
Persia,  Peru,  Portugal,  Kumania,  Santo  Domingo,  Serbia,  Siam 
btraits  Settlements,  Sweden,  Switzerland,  Venezuela. 

The  former  names  of  certain  of  these  territories  are  here  used  for 
convemence  in  spite  of  the  actual  or  possible  change  in  the  name 
or  sovereignty.  A  resident  of  the  United  States  who  is  a  citizen 
or  subject  of  any  country  in  the  first  list  is  entitled,  for  the  purpose 
of  the  total  tax  due  the  United  States  for  1928  and  subsequent 
years,  to  a  credit  for  the  amount  of  any  income,  war-profits/  and 
excess-profits  taxes  paid  or  accrued  during  the  taxable  year  to  anv 
foreign  country.  If  he  is  a  citizen  or  subject  of  anv  country  in 
the  second  list,  he  is  not  entitled  to  such  credit.  If  he  is  a  citizen 
or  subject  of  a  country  which  is  in  neither  list,  then  to  secure  the 
desired  credit  he  must  prove  to  the  satisfaction  of  the  Commissioner 
that  his  country  satisfies  the  similar  credit  requirement  of  the  Act 
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AitT.  696.  Idmitation  of  credit  for  taxes. — ^The  amount  allowable  as 
a  credit  against  the  income  tax  under  Title  I  is  limited  by  section 
131  (b)  to  a  sum  not  in  excess  of  the  same  proportion  of  the  tax 
(computed  upon  the  basis  of  the  taxpayer's  net  income  without 
deducting  any  income  or  profits  taxes,  any  part  of  which  may  be 
allowed  as  a  credit  under  section  131)  against  which  the  credit  is 
taken,  which  the  taxpayer's  net  income  (computed  without  deduc- 
tion for  such  income  and  profits  taxes)  from  sources  without  the 
United  States  bears  to  the  taxpayer's  entire  net  income  (computed 
without  such  deduction)  for  the  same  taxable  year.  The  operation 
of  this  limitation  in  the  case  of  a  citizen  of  the  United  States  having 
$20,000  earned  net  income  from  sources  within  the  United  States 
within  the  meaning  of  section  31  and  entitled  to  an  exemption  of 
$1,600  is  illustrated  as  follows : 

Income  from  sources  within  the  United  States $50, 000. 00 

Income  from  sources  without  the  United  States 25,  000.  00 

Total  net  income   (without  deduction  of  income  and  iwoflts 
taxes  paid  or  accrued  to  foreign  countries  or  possessions 

of  the  United  States) 75, 000. 00 

United  States  income  tax  on  $75,000 10, 183.  75 

Foreign  income  and  profits  taxes  upon  $25,000 5,000.00 

Amount  which   may  be  credited  against  the  United   States  tax 

lOUUU  •:' !' ■••■"•■■■:  

Art.  697.  When  credit  for  taxes  may  be  taken. — ^The  credit  for  taxes 
provided  by  section  131  (a)  m4y  ordinarily  be  taken  either  in  the 
return  for  the  year  in  which  the  taxes  accrued  or  in  which  the  taxes 
were  paid,  dependent  upon  whether  the  accounts  of  the  taxpayer  are 
kept  and  his  returns  filed  upon  the  accrual  basis  or  upon  the  cash  re- 
ceipts and  disbursements  basis.  Section  131  (d)  allows  the  taxpayer, 
at  his  option  and  irrespective  of  the  method  of  accounting  employed 
in  keeping  his  books,  to  take  such  credit  for  taxes  as  may  be  allowable 
in  the  return  for  the  year  in  which  the  taxes  accrued.  An  election 
thus  made  under  this  section  or  under  section  222  (c)  or  238  (c)  of 
the  Kevenue  Act  of  1924  or  1926  must  be  followed  in  returns  for  all 
subsequent  years. 

Art.  698.*  Domestic  corporation  owning  a  majority  of  the  stock  of  for- 
eign corporation. — ^A  domestic  corporation  which  owns  a  majority  of 
the  voting  stock  of  a  foreign  coi-poration  from  which  it  receives 
dividends  (not  deductible  under  section  23  (p)  )  in  any  taxable  year, 
shall  be  entitled  to  credit  against  the  amount  of  its  income  tax,  the 
same  proportion  of  the  sum  of  any  income,  war-profits,  or  excess- 
profits  taxes  paid  or  accrued  by  such  foreign  corporation  to  any 

1  See  T.  D.  4323,  jk  361. 
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foreign  country  or  to  any  possession  of  the  United  States,  upon  or 
with  respect  to  the  accumulated  profits  of  such  corporation  from 
which  such  dividends  were  paid,  which  the  amount  of  any  such  divi- 
dends received  beai-s  to  the  amount  of  such  accumulated  profits.  But 
in  no  case  shall  such  credit  exceed  the  same  proportion  of  the  taxes 
against  which  it  is  credited,  which  the  amount  of  such  dividends 
bears  to  the  amount  of  the  entire  net  income  of  the  domestic  corpo- 
ration in  which  such  dividends  are  included.  A  domestic  corpora- 
tion seeking  such  credit  must  comply  with  the  provisions  of  article 
693  applicable  to  credits  for  taxes  already  paid,  except  that  the  form 
to  b©  used  is  Form  1118  instead  of  Form  1116. 

SEC.  132.  PAYMENTS  UNDER  1926  ACT. 

Any  amoiiiit  paid  before  or  after  tbe  enactment  of  tliis  Act  on  account 
of  the  tax  imposed  for  a  fiscal  year  beginning  in  1927  and  ending  In 
1928  by  TStle  II  of  the  Revenue  Act  of  1926  shall  be  credited  toward 
the  payment  of  the  tax  imposed  for  such  fiscal  year  by  this  Act,  and 
If  the  amount  so  paid  exceeds  the  amount  of  such  tax  imposed  by  this 
Act»  the  etxcess  shaU  be  credited  or  z«fimded  in  accordance  with  the  pro- 
visions of  section  322. 
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[SuppAementary  to  Subtitle  B.  Part  Y] 

SXC.  141.  CONSOLIDATED  RETURNS  OF  CORPORATIONS— 1929 
AND  SUBSEQUENT  TAXABLE  YEARS. 

(a)  7ri¥ilege  to  file  eonsolidated  returns.— An  affiliated  group  of  cor- 
porations shall,  subject  to  the  provisions  of  this  section,  have  the  privi- 
lege of  making  a  consolidated  return  for  the  taxable  year  1929  or  any 
subsequent  taxable  year,  in  lieu  of  separate  returns.  The  making  of 
a  consolidated  return  shall  be  upon  the  condition  that  all  the  corpora- 
tions which  have  been  members  of  the  affiliated  group  at  any  time 
during  the  taxable  year  for  which  the  retuni  is  made  consent  to  all 
the  regulations  under  subsection  (b)  prescribed  prior  to  the  making  of 
such  return ;  and  the  making  of  a  consolidated  return  shall  be  consid- 
ered as  such  consent.  In  the  case  of  a  corporation  which  is  a  member 
of  the  affiliated  group  for  a  fractional  part  of  the  year  the  consolidated 
return  shall  include  the  income  of  such  corporation  for  such  part  of 
the  year  as  it  is  a  member  of  the  affiliated  group. 

(h)  Begulations.— The  Commissioner,  with  the  approval  of  the  Sec- 
retary, shall  prescribe  such  regulations  as  he  may  deem  necessary  in 
order  that  the  tax  liability  of  an  affiliated  group  of  corporations  malting 
a  consolidated  return  and  of  each  corporation  in  the  group,  both  during 
and  after  the  period  of  afiiliation,  may  be  determined,  computed, 
assessed,  collected,  and  adjusted  in  such  manner  as  clearly  to  reflect  the 
income  and  to  prevent  avoidance  of  tax  liability. 

(c)  Computation  and  pasrment  of  tax. — In  any  case  in  which  a  con» 
■olidated   return   is   made'  the   tax   shall   be   determined,   computed, 
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assessed,  collected,  and  adjusted  in  accordance  with  the  regulations 
under  subsection  (b)  prescribed  prior  to  the  date  <m  which  such 
return  is  made.  Only  one  specific  credit,  computed  as  provided  in 
section  26  (b),  shall  be  allowed  in  computing  the  tax. 

(d)  Definition  of  **  affiliated  group.'' — As  used  in  this  section  an 
"  afUiated  group  "  means  one  or  more  chains  of  corporations  connected 
through  stock  ownership  with  a  common  iwrent  corporation  If — 

(1)  At  least  95  per  centum  of  the  stock  of  each  of  the  corpora- 
tions (except  the  common  parent  corporation)  is  owned  directly  by 
one  or  more  of  the  other  corporations ;  and 

(2)  The  common  parent  corporation  owns  directly  at  least  95 
per  centum  of  the  stock  of  at  least  one  of  the  other  corporations. 

As  used  in  this  subsection  the  term  "stock"  does  not  include  non- 
voting stock  which  is  limited  and  preferred  as  to  dividends. 

(c)  A  consolidated  return  shall  be  made  only  for  the  domestic  cor- 
porations within  the  affiliated  group.  An  insurance  company  subject 
to  the  tax  imposed  by  section  201  or  204  shall  not  be  included  in 
the  same  consolidated  return  with,  a  corporation  subject  to  the  tax 
imposed  by  section  13. 

(f)  China  Trade  Act  corporations. — ^A  corporation  organized  under 
the  China  Trade  Act,  1922,  shall  not  be  deemed  to  be  affiliated  with 
any  other  corporation  within  the  meaning  of  this  section. 

(g)  Corporations  deriving  income  from  possessions  of  XTnited  States. — 
For  the  purposes  of  this  section  a  corporation  entitled  to  the  bene- 
fits of  section  251,  by  reason  of  receiving  a  large  percentage  of  its 
income  from  possessions  of  the  United  States,  shall  be  treated  as  a 
foreign  corporation. 

(h)  Subsidiary  formed  to  comply  with  foreign  law. — In  the  case  of 
a  domestic  corporation  owning  or  controlling,  directly  or  indirectly, 
100  per  centum  of  the  capital  stock  (exclusive  of  directors*  qualifying 
shares)  of  a  corporation  organized  under  the  laws  of  a  contiguous 
foreign  country  and  maintained  solely  for  the  purpose  of  complying 
with  the  laws  of  such  country  as  to  title  and  operation  of  property, 
such  foreign  corporation  may,  at  the  option  of  the  domestic  corpora- 
tion, be  treated  for  the  purpose  of  this  title  as  a  domestic  corporation, 
(i)  Suspension  of  running  of  statute  of  limitations. — If  a  notice  under 
section  272  (a)  in  respect  of  a  deficiency  for  any  taxable  year  is  mailed 
to  a  corporation,  the  suspension  of  the  running  of  the  statute  of  limi- 
tations, provided  in  section  277,  shall  apply  in  the  case  of  corporations 
with  which  such  corporation  made  a  consolidated  return  for  such 
taxable  year. 

(j)  Allocation  of  income  and  deductions. — ^For  allocation  of  income 
and  deductions  of  related  trades  or  businesses,  see  section  45. 

Art.  711.  Consolidated  retnrns  of  affiliated  corporations  for  1929  and 
subsequent  taxable  years, — ^The  regulations  prescribed  under  section 
141  (b),  and  applicable  to  the  making  of  consolidated  returns  by 
affiliated  corporations  for  the  taxable  year  1929  and  subsequent  tax- 
able years,  and  to  the  determination,  computation,  assessment,  collec- 
tion, and  adjustment  of  tax  liabilities  under  consolidated  returns  for 
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swell  y^ars,  have  been  promulgated  as  Regulations  75.  For  con- 
venience, Regulations  75  are  reprinted  in  the  appendix  to  these  regu- 
lations.    For  definition  of  taxable  year,  see  section  48. 

Abt.  712.  For]itatio&  of  and  oliaiiges  in  affiliated  gronp. — An  affiliated 
group  of  corporations,  within  the  meaning  of  section  141,  is  formed 
at  the  time  that  the  common  parent  corporation  becomes  the  owner 
directly  of  at  least  96  per  cent  of  the  stock  (as  defined  by  section  141 
(d)  )  of  another  corporation.  A  corporation  becomes  a  member  of  an 
affiliated  group  at  the  time  that  one  or  more  members  of  the  group 
become  the  owners  directly  of  at  least  95  per  cent  of  its  stock.  A 
corporation  ceases  to  be  a  member  of  an  affiliated  group  at  the  time 
that  the  aggregate  of  its  stock  owned  directly  by  the  members  of  the 
group  becomes  less  than  95  per  cent. 

Art.  71S.  Corporations  to  be  included  in  consolidated  returns  for  1929 
and  subsequent  taxable  years.— A  consolidated  return  must  include 
every  domestic  corporation  which  is  a  member  of  the  affiliated 
group;  but  shall  not  include  a  foreign  corporation  (except  as  pro- 
vided in  section  141  (h)  and  article  714) ;  a  corporation  organized 
under  the  China  Trade  Act,  1922;  a  corporation  entitled  to  the 
benefits  of  section  251;  or  an  insurance  company  subject  to  the 
tax  imposed  by  section  201  or  204,  in  the  case  of  a  consolidated  return 
for  corporations  subject  to  the  tax  imposed  by  section  13;  or  a 
corporation  subject  to  the  tax  imposed  by  section  13,  in  the  case 
of  a  consolidated  return  for  insurance  companies  subject  to  the  tax 
imposed  by  section  201  or  204. 

Abt.  714.  Foreign  corporations  wMch  may  be  treated  as  domestie  cor- 
porations.— ^In  the  case  of  a  domestic  corporation  owning  or  con- 
trolling, directly  or  indirectly,  100  per  cent  of  the  capital  stock 
(exclusive  of  directors'  qualifying  shares)  of  a  corporation  organ- 
ized under  the  laws  of  Canada  or  of  Mexico  and  maintained  solely 
for  the  purpose  of  complying  with  the  laws  of  such  country  as  to 
title  and  operation  of  property,  such  foreign  corporation  may,  at 
the  option  of  the  domestic  corporation,  be  treated  for  income  tax  pur- 
poses for  1928  and  subsequent  taxable  years  as  a  domestic  corpora- 
tion. The  option  to  treat  such  foreign  corporation  as  a  domestic 
corporation  so  that  it  may  be  included  in  a  consolidated  return  must 
be  exercised  at  the  time  of  making  the  consolidated  return. 

Art.  715.  Allowance  of  specific  credit. — Only  one  specific  credit  of 
$3,000  (see  section  26  (b)  and  article  301)  shall  be  allowed  against 
the  consolidated  net  income  of  an  affiliated  group  which  makes  a  con- 
solidated return,  and  this  only  in  case  the  consolidated  net  income 
of  the  group  does  not  exceed  $25,000.  If  the  consolidated  net  income 
of  the  group  is  more  than  $25,000,  the  tax  imposed  by  section  13, 
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201,  or  204  shall  not  exceed  the  tax  which  would  be  payable  if  the 
$3,000  credit  were  allowed,  plus  the  amount  of  the  net  income 
in  excess  of  $25,000.  In  cases  where  a  consolidated  return  is  made 
by  an  affiliated  group  for  a  fractional  part  of  a  year,  the  provisions 
of  section  47  and  article  371  are  applicable.  If  the  separate  return 
of  a  corporation  becoming  a  member  or  ceasing  to  be  a  member  of 
an  affiliated  group  making  a  consolidated  return  is  made  for  a  period 
of  less  than  12  months,  such  return  is  for  a  fractional  part  of  a 
year  within  the  meaning  of  section  47  (e),  and  the  specific  credit 
of  $3,000,  if  allowable,  shall  be  reduced  as  therein  provided.  (See 
article  371.) 

SEC.  142.  CONSOLIDATED  RETURNS  OF  CORPORATIONS— TAX- 
ABLE YEAR  1928. 

(a)  Consolidated  returns  permitted. — (Dorporations  which  are  affili- 
ated within  the  meaning  of  this  section  may,  for  the  taxable  year 
1928,  make  separate  returns  or,  under  regulations  prescribed  by  the 
Commissioner  with  the  approval  of  the  Secretary,  make  a  consolidated 
return  of  net  income  for  the  purpose  of  this  title,  in  which  case  the 
taxes  thereunder  shall  be  computed  and  determined  upon  the  basis  ot 
such  return.  If  return  for  the  taxable  year  1927  was  made  upon 
either  of  such  bases,  return  for  the  taxable  year  1928  shall  be  upon 
the  same  basis  unless  permission  to  change  the  basis  is  granted  by 
the  Commissioner. 

(b)  Computation  and  payment  of  tax. — In  any  case  in  which  a  tax 
is  assessed  upon  the  basis  of  a  consolidated  return,  the  total  tax  shaU 
be  computed  in  the  first  instance  as  a  unit  and  shall  then  be  assessed 
upon  the  respective  affiliated  corporations  in  such  proportions  as  may 
be  agreed  upon  among  them,  or,  in  the  absence  of  any  such  agreement, 
then  on  the  basis  of  the  net  income  properly  assignable  to  each.  There 
shall  be  allowed  in  computing  the  income  tax  only  one  specific  credit 
computed  as  provided  in  section  26  (b). 

(c)  Definition  of  affiliation. — For  the  purpose  of  this  section  two  or 
more  domestic  corporations  shaU  be  deemed  to  be  affiliated  (1)  if  one 
corporation  owns  at  least  95  per  centum  of  the  stock  of  the  other  or 
others,  or  (2)  if  at  least  95  per  centum  of  the  stock  of  two  or  more 
corporations  is  owned  by  the  same  interests.  As  used  in  this  sub- 
section the  term  "stock"  does  not  include  nonvoting  stock  which  is 
limited  and  preferred  as  to  dividends. 

(d)  China  Trade  Act  corporations.— A  corporation  organized  under 
the  China  Trade  Act,  1922,  shall  not  be  deemed  to  be  affiliated  with, 
any  other  corporation  within  the  meaning  of  this  section. 

(e)  Corporations  deriving  income  from  possessions  of  United  States. — 
For  the  purposes  of  this  section  a  corporation  entitled  to  the  benefits 
of  section  251,  by  reason  of  receiving  a  large  percentage  of  its  income 
from  possessions  of  the  United  States,  shall  be  treated  as  a  foreign 
corporation. 

(f)  Suspension  of  running  of  statute  of  limitations. — ^If  a  notice 
under  section  272  (a)  in  respect  of  a  deficiency  for  the  taxable  year 
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1928  Is  mailed  to  a  corporation,  the  suspension  of  the  mnning  of  the 
statute  of  limitations,  provided  in  section  277,  shall  apply  in  the  case 
of  corporations  with  which  such  corporation  made  a  consolidated 
return  for  such  taxable  year. 

(g)  Allocation  of  income  and  deductions. — ^For  allocation  of  income 
and  deductions  of  related  trades  or  businesses^  see  section  45. 

Akt.  731.  Consolidated  retnrns  of  affiliated  corporations  for  1928.— 
Affiliated  corporations  as  defined  in  section  142  (c)  may  for  the 
taxable  year  1D28  make  separate  returns  or  make  a  consolidated 
return  in  which  will  be  reported  the  consolidated  net  income  of  the 
affiliated  corporations,  except  that  if  a  return  for  the  taxable  year  1927 
was  properly  made  upon  either  of  these  bases,  the  return  for  the  tax- 
able year  1928  must  be  made  upon  the  same  basis  unless  permission  to 
change  is  granted  by  the  Commissioner.  In  applying  for  permission 
to  change  from  one  basis  to  the  other  there  should  be  submitted  a 
statement  in  the  form  of  an  affidavit  executed  by  the  persons  qualified 
to  sign  the  returns  setting  forth  completely  the  reasons  for  making 
the  request.  If  a  consolidated  return  including  all  of  the  affili- 
ated corporations  is  made,  the  tax  shall  be  assessed  upon  the  basis 
of  such  return,  the  total  tax  being  computed  in  the  first  instance  as 
a  unit  and  assessed  against  the  respective  affiliated  corporations  in 
such  proportions  as  may  be  agreed  among  them,  or,  in  the  absence 
of  any  such  agreement,  on  the  basis  of  the  net  income  properly 
assignable  to  each.  If  a  notice  in  respect  of  a  deficiency  in  tax  for 
the  taxable  year  1928  is  mailed  to  any  of  the  affiliated  corporations 
which  made  a  consolidated  return  for  such  taxable  year,  the  running 
of  the  statute  of  limitations  on  assessment  and  collection  shall  be 
suspended  in  the  case  of  all  of  such  corporations.  (See  sections  272 
(a)  and  277  and  articles  1171, 1201,  and  1202.) 

The  consolidated  return  shall  be  filed  on  Form  1120  in  the  office  of 
the  collector  of  the  district  in  which  on©  of  the  affiliated  corporations 
has  its  principal  office,  except,  if  the  affiliated  group  of  corporations 
has  a  parent  corporation,  the  consolidated  return  shall  be  filed  in 
the  office  of  the  collector  of  the  district  in  which  the  parent  corpora- 
tion has  its  principal  office.  Each  of  tlie  other  affiliated  corporations 
shall  cause  to  be  filed  in  the  office  of  the  collector  of  its  district  a 
statement  to  the  effect  that  its  net  income  has  been  reported  in  the 
consolidated  return,  which  statement  shall  designate  the  district  in 
which  the  consolidated  return  is  filed.  The  consolidated  return  shall 
be  executed  by  one  of  the  affiliated  coi7)orations  (in  case  the  affiliated 
group  of  corporations  has  a  parent  corporation  by  the  parent  corpo- 
ration) on  behalf  of  all  the  affiliated  corporations.  It  shall  be  sworn 
to  by  the  president,  vice  president,  or  other  principal  officer  and  the 
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treasurer  or  assistant  treasurer  of  such  corporation.     The  consoli- 
dated return  shall  include  therein  a  statement  setting  forth — 

(a)  The  name  and  address  of  each  of  the  affiliated  corporations; 

(b)  The  number  of  shares  and  the  par  value  of  each  class  of  out- 
standing capital  stock  of  each  such  corporation  at  the  beginning  of 
the  taxable  year,  together  with  a  detailed  description  of  the  rights 
attaching  to  each  class  of  stock ; 

(c)  The  number  of  shares  and  the  par  value  of  each  class  of  such 
capital  stock  owned  by  the  corporation  which  owns  at  least  95  per 
cent  of  the  stock  of  another  corporation  or  other  corporations  or  by 
the  same  interests  during  the  taxable  year  1928 ; 

(d)  In  the  case  of  affiliated  corporations,  the  stock  of  which  is 
owned  by  the  same  interests,  a  list  of  shareholders  of  each  of  such 
affiliated  corporations,  with  the  percentage  of  each  class  of  the  total 
outstanding  stock  of  each  affiliated  corporation  owned  by  each  of 
such  shareholders  during  all  or  any  part  of  the  taxable  year  1928; 
and 

(e)  In  the  event  the  affiliated  corporations  agree  as  to  the  propor- 
tion of  the  total  tax  to  be  assessed  upon  each  affiliated  corporation,  an 
agreement  in  writing  showing  such  apportionment.  Unless  such 
agreement  accompanies  the  return,  the  tax  shall  be  assessed  and  col- 
lected on  the  basis  of  the  net  income  properly  assignable  to  each 
affiliated  corporation. 

If  there  are  any  changes  of  ownership  during  the  taxable  year  1928, 
the  information  required  under  paragraphs  (h)  and  (c)  of  this 
article,  should  show  the  conditions  existing  inmiediately  subsequent 
to  such  changes. 

Foreign  corporations,  corporations  entitled  to  the  benefits  of  section 
251,  and  corporations  organized  under  the  China  Trade  Act,  1922, 
may  not  make  consolidated  returns.  It  is  not  permissible  to  include 
the  net  income  of  any  such  corporation  in  a  consolidated  return. 
But  see  section  141  (h)  and  article  714  as  to  when  a  foreign  corpora- 
tion may  be  treated  as  a  domestic  corporation  for  the  purpose  of  mak- 
ing a  consolidated  return.  See  section  45  regarding  the  allocation  of 
income  and  deductions  of  related  trades  or  businesses  owned  or  con- 
trolled by  the  same  interests.  See  section  131  (f)  and  article  698 
regarding  credit  for  taxes  on  account  of  ownership  of  stocks  of 
foreign  corporations  and  of  corporations  entitled  to  the  benefits  of 
section  251  or  261. 

Art.  732.  When  corporations  are  affiHated  for  1928.— For  the  taxable 
year  1928  two  or  more  domestic  corporations  will  be  deemed  to  be 
affiliated  if  one  corporation  owns  at  least  95  per  cent  of  all  the  stock 
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of  the  other  or  others,  exclusive  of  nonvoting  stock  which  ia  limited 
and  preferred  as  to  dividends,  or  if  at  least  95  per  cent  of  the  stock 
of  two  or  more  corporations,  exclusive  of  nonvoting  stock  limited 
and  preferred  as  to  dividends,  is  owned  by  the  same  interests. 

Abt.  733.  Ghange  in  itock  ownenhip  during  taxable  year  where  con- 
•olidated  retum  it  made.— (a)  Where  corporations  are  aflUiated  at  the 
beginning  of  a  taxable  year  but  due  to  a  change  in  stock  ownership 
during  the  year  the  affiliated  status  is  terminated,  or  (h)  where  corpo- 
rations are  not  affiliated  at  the  beginning  of  the  taxable  year  but 
through  change  of  stock  ownership  during  the  year  become  affiliated, 
a  full  disclosure  of  the  circumstances  of  such  changes  of  stock  owner- 
ship shall  be  submitted  to  the  Commissioner. 

Ordinarily  in  such  cases,  where  only  two  corporations  are  involved, 
the  corporations,  under  the  conditions  described  in  (a)  of  the  preced- 
ing paragraph,  should  make  a  consolidated  return  including  the 
income  of  both  corporations  to  the  date  of  the  change  of  stock  owner- 
ship, and  each  should  make  a  separate  retum  from  the  date  of  such 
change  in  stock  ownership  to  the  end  of  the  taxable  period,  and, 
under  the  conditions  described  in  (b)  of  the  preceding  paragraph, 
each  corporation  should  make  a  separate  retum  from  the  beginning 
of  the  taxable  period  to  the  date  of  the  change  in  stock  ownership, 
and  a  consolidated  retum  should  be  made  by  the  corporations  from 
the  date  of  change  of  stock  ownership  to  the  end  of  the  taxable  year, 
including  therein  the  income  of  both  corporations  for  such  period. 

Where  there  are  more  than  two  corporations  affiliated  at  the  begin- 
ning of  the  taxable  year,  and  due  to  a  change  in  stock  ownership 
the  affiliated  status  of  one  or  more  is  terminated,  but  there  remain 
at  least  two  corporations  affiliated  during  the  entire  year,  the  cor- 
porations should  make  a  consolidated  return  for  the  entire  year, 
excluding  from  the  retum  the  income  of  the  corporations  whose 
affiliated  status  is  terminated,  from  the  date  of  the  change  in  stock 
ownership ;  or  where  two  or  more  corporations  are  affiliated  at  the 
beginning  of  the  taxable  year,  and  through  change  in  stock  owner- 
ship additional  corporations  become  affiliated,  the  corporations 
should  make  a  consolidated  return  including  the  income  of  the  ad- 
ditional corporations  from  the  date  of  change  of  stock  ownership. 
In  either  case,  the  corporations  whose  status  is  changed  during  the 
taxable  year  should  make  separate  returns  for  that  part  of  the  tax- 
able year  during  which  they  were  not  affiliated. 

Where,  in  accordance  with  the  procedure  set  forth  in  the  preceding 
paragraphs,  a  retum  is  made  by  a  corporation  for  a  period  of  less 
than  a  year,  the  tax  shall  be  computed  in  accordance  with  section  47 
and  article  371.   Where  corporations  become  affiliated  during  the  tax- 
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able  year,  the  separate  returns  of  the  corporations  for  the  portion  of 
the  taxable  year  during  which  they  were  not  affiliated  will  not  be  due 
until  the  fifteenth  day  of  the  third  month  following  the  close  of  the 
taxable  year.  For  example,  if  two  corporations  become  affiliated  on 
July  1,  1928,  and  make  a  consolidated  return  for  the  period  from 
July  1  to  December  31,  1928,  the  separate  returns  of  the  corporations 
covering  the  period  from  January  1  to  June  30,  1928,  wiU  be  due 
on  March  15,  1929.  In  any  case  in  which  the  change  of  affiliated 
status  is  for  a  period  so  short  as  to  be  negligible,  a  consolidated  re- 
turn or  separate  returns  for  the  entire  period,  as  the  case  may  be, 
may  be  made;  in  such  cases,  however,  there  should  accompany  the 
return  a  complete  statement  setting  forth  the  changes  in  the  affiliated 
status  occurring  during  the  taxable  year. 

Art.  734.  Consolidated  net  income  of  affiliated  corporations  for  1928.— 
Subject  to  the  provisions  covering  the  determination  of  taxable  net 
income  of  separate  corporations,  and  subject  further  to  the  elimina- 
tion of  intercompany  transactions  (whether  or  not  resulting  in  any 
profit  or  loss  to  the  separate  corporations),  the  consolidated  taxable 
net  mcome  shall  be  the  combined  net  income  of  the  several  affiliated 
corporations.  Only  one  specific  credit  of  $3,000  (see  section  26  (b) 
and  article  301)  shall  be  allowed  against  the  consolidated  net  income 
of  the  affiliated  corporations,  and  this  only  in  case  the  consolidated 
net  income  does  not  exceed  $25,000;  but  if  such  net  income  is  more 
than  $25,000,  the  tax  imposed  by  section  13,  201,  or  204  shall  not 
exceed  the  tax  which  would  be  payable  if  the  $3,000  credit  were  al- 
lowed, plus  the  amount  of  the  net  income  in  excess  of  $25,000.  In 
respect  of  the  statement  of  gross  income  and  deductions  and  the 
several  schedules  required  in  connection  with  a  consolidated  income 
tax  return,  the  corporations  making  such  return  are  required  to  pre- 
pare and  file  such  statement  and  schedules  in  columnar  form  to  the 
end  that  the  details  of  the  items  of  gross  income  and  deductions  for 
each  corporation  included  in  the  consolidation  may  be  readily  audited. 

Art.  735.  Taxable  year  of  affiUated  corporations  making  consoHdated 
retnm.-In  the  case  of  a  consolidated  return  of  affiliated  corporations, 
the  consohdated  net  income  must  be  computed  on  the  basis  of  the 
taxable  year  (calendar  year  or  fiscal  year)  of  any  one  of  the  affiliated 
corporations,  except,  if  the  affiliated  group  of  corporations  has  a 
parent  corporation,  the  consolidated  net  income  must  be  computed 
upon  the  basis  of  the  taxable  year  of  the  parent  corporation.  How- 
ever, if  the  corporations  properly  made  a  consolidated  retum  for 
the  taxable  year  1927,  the  consolidated  net  income  for  the  taxable 
year  1928  must  be  computed  on  the  basis  of  the  same  taxable  vear 
upon  which  the  1927  return  was  made,  unless  permission  to  change  is 
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granted  by  the  Conunissioner.    If  pursuant  to  this  article  the  taxable 
year  of  a  group  of  corporations  affiliated  under  the  provisions  of 

t:i  t  /•'^  f  "f*'  "^  *  ^^  y-^  '-^--g  I^mTc^l 

«,    .  !,  ™  *"''  *  fractional  part  of  a  year  may  be  filed  by  such 

affiliated  corporations  for  the  period  between  the  close  of  the  previous 

nT^-  /^-  f  °"P  *"•*  December  31,  1928.    In  such  <^ses  the 

period  beginning  January  1,  1929,  shall  be  included  in  the  return  or 
returns  for  the  taxable  year  1929. 

SBC.  143.  FIDUCIARY  RETURNS. 

«„inif  k"'*"^'^"'*  retnrn.-Bvery  fldnclary  (except  a  receiwr  ap- 
pomted  by  authority  of  law  In  possession  of  part  only  of  the  proS^ 
r^f  :f  -"  •"I'^O'"')  Bhall  nu,ke  under  oath  a  return  for  any  o^S^ 

spec  fleally  the  Items  of  gross  lnc(Mne  thereof  and  the  dedneUone  and 
credits  aUowed  under  this  dUe—  ueaacuons  and 

t,  iii  ^^  l"dWdual  having  a  net  income  for  the  taxable  year  of 
or'^eT  """'  '  *"■  "  °'""*'^  "^  ""'  "'*^  '"'"'  ''°*«™« 

(2)  Every  Infflvldual  having  a  net  income  for  the  taxable  year  of 
,V;       "^*'''      """'^^  ""<!  "Ttog  with  husband  or  wife- 
J^,^'^  to<«Tldu«l  having  a  gross  Income  for  the  taxable  year 
of  »R0»»  or  «v»,  regardless  of  the  amount  of  his  net  income- 

jear  is  $i,ouu  or  over; 

t J!k.  ^^"^  ^^^  "■■  '""*'  ***'  «^«  l"«>™e  »*  which  for  the 
to"me ;  ^d      *'•***  **"■  ''^"■-  "*»""'^  <"  *«  »"»^t  of  the  net 

dentilte!''  ^'*^  "'■  ''"^  "'  ''""'  ""''  '«'«««'«^  ^  a  "«»real- 

^fh\^''*'*  M«oiariei.-Cnder  such  regulations  as  the  Commissioner 
with  the  approval  of  the  Secretary  may  prescribe  a  retur3e  bv 

lector  of  the  distnct  where  such  fiduciary  resides  shall  be  sufficient 

oath  (1)  that  he  has  sufflcteit  knowledge  of  the  affairs  of  the  Indl- 
vidual  estate  or  trust  for  which  the  return  is  made,  to  enlbte  hto 
to  make  the  return,  and  (2)  that  the  return  Is^  to  the  ^  of  h^ 
knowledge  and  belief,  true  and  correct. 

(c)  Law  applicable  to  Muclaries.-Any  fiduciary  required  to  make 

ImT:  TT!''^  .*""*  ^'  •*  ^"^  *<>  «"  ^  P^s^ns  Of  ifw 
Which  apply  to  individuals. 

initTfi/ -■  ^^"'^^  wtra«._Every  fiduciary,  or  at  least  one  of 
joint  fiduciaries,  must  make  a  return  of  income- 

(«)  For  the  individual  whose  income  is  in  his  charge,  if  the  gross 
income  of  such  individual  is  $5,000  or  over,  or  if  the  net  inSme  3 

living  with  husband  or  wife,  or  if  such  individual  is  married  and 


Art.  741 


§143 


A 


%..■ 


I 


i  - 


•  ,.< 


-^ 


> 


r 


> 


SFPPLBMENTAIi  PBOVISIONS 


229 


was  living  with  husband  or  wife  for  the  entire  taxable  year  and 
the  aggregate  gross  income  of  both  husband  and  wife  is  $5,000  or 
over,  or  the  aggregate  net  income  of  both  husband  and  wife  is  $3,500 
or  over,  or  if  such  individual  is  married  and  was  living  with  hus- 
band or  wife  for  a  period  less  than  the  entire  taxable  year  and  the 
aggregate  gross  income  of  both  husband  and  wife  is  $5,000  or  over, 
or  the  aggregate  net  income  of  both  husband  and  wife  is  equal  to, 
or  m  excess  of,  the  credit  allowed  them  by  section  25  (e)  (2),  or 
(h)  For  the  estate  or  trust  for  which  he  acts  if  the  net  income  of 
such  estate  or  trust  is  $1,500  or  over,  or  if  the  gross  income  of  the 
estate  or  trust  is  $5,000  or  over,  regardless  of  the  amount  of  the  net 
income,  or  if  any  beneficiary  of  such  estate  or  trust  is  a  nonresident 
alien. 

The  return  in  case  (a)  shall  be  on  Form  1040  or  1040  A.    In  case 
(b)  a  return  is  required  on  Form  1040  with  respect  to  any  taxable  net 

i^o'^"'^^^  *^®  ^^^  ''''  ^"""^  computed  in  accordance  with  secti(m 
162  and  a  return  on  Form  1041  with  respect  to  any  income  deducted 
under  section  162  (b)  or  (c).  If  a  portion  of  the  income  of  the 
estate  or  trust  is  retained  by  the  fiduciary  and  the  remamder  is 
distributable  or  distributed  to  beneficiaries,  both  Forms  1040  and 
1041  wiU  be  required.  (See  article  862.)  See  article  745  for  returns 
m  cases  where  any  beneficiary  is  a  nonresident  alien.  If  the  net 
income  of  a  decedent  from  the  beginning  of  the  taxable  year  to  the 
date  of  his  death  was  $1,500  or  more  if  unmarried,  or  $3,500  or 
f^Z.  '^^'''^^'  ^^  ^^  ^is  gross  income  for  the  same  period  was 
?5,000  or  over,  the  executor  or  administrator  shall  make  a  return  for 
such  decedent.     (See  article  295.) 

As  to  duties  and  liabilities  of  fiduciaries,  see  further  section  312 
and  article  1241. 

Art.  742.  Retnm  by  grnardian  or  committee.— A  fiduciary  acting  as 
the  guardian  of  a  minor  having  a  net  income  of  $1,500  or  more  oc 
$3,500  or  more,  according  to  the  marital  status  of  such  person,  or 
havmg  a  gross  income  of  $5,000  or  over,  must  make  a  return  for  such 
minor  on  Form  1040  or  1040  A  and  pay  the  tax,  unless  such  minor 
himself  makes  a  return  or  causes  it  to  be  made.  A  fiduciary  acting 
as  a  guardian  or  the  committee  of  an  insane  person  having  an  hi- 
come  of  $1,500  or  more,  or  $3,500  or  more,  according  to  the  marital 
status  of  such  person,  or  having  a  gross  income  of  $5,000  or  over 
must  make  a  return  for  such  incompetent  on  Form  1040  or  1040  A 
and  pay  the  tax. 

For  the  purpose  of  determining  the  liability  of  a  fiduciary  to 
render  a  return  under  the  provisions  of  the  preceding  paragraph  in 
cases  where  the  minor  or  the  incompetent  is  married  and  was  living 
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with  husband  or  wife  during  the  entire  taxable  year,  the  aggregate 
gross  income  or  the  aggregate  net  income  of  both  husband  and  wife 
must  be  taken  into  consideration.  (See  article  381.)  If  the  indi- 
vidual for  whom  the  fiduciary  is  acting  as  guardian  marries  during 
the  taxable  year,  a  return  must  be  made  if  the  aggregate  gross  in- 
come of  both  husband  and  wife  is  $5,000  or  over,  or  if  the  aggiegate 
net  income  of  both  husband  and  wife  is  equal  to,  or  in  excess  of,  the 
credit  allowed  by  section  25  (e)  (2).     (See  article  295.) 

Akt.  743.  Ketums  where  two  tnwta.— In  the  case  of  two  or  more 
trusts  the  income  of  which  is  taxable  to  the  beneficiaries,  which  were 
created  by  the  same  person  and  are  in  charge  of  the  same  trustee, 
the  trustee  shall  make  a  single  return  on  Form  1041  for  all  such 
trusts,  notwithstanding  that  they  may  arise  from  different  instru- 
ments. When,  however,  a  trustee  holds  trusts  created  by  different 
persons  for  the  benefit  of  the  same  beneficiary,  he  shall  make  a  return 
on  Form  1041  for  each  trust  separately. 

Am.  744.  Betum  by  receiver.— A  receiver  who  stands  in  the  stead 
of  an  individual  or  corporation  must  render  a  return  of  income  and 
pay  the  tax  for  his  trust,  but  a  receiver  of  only  part  of  the  property 
of  an  individual  or  corporation  need  not.  If  the  receiver  acts  for  an 
individual  the  return  shall  be  on  Form  1040  or  1040  A.  Wlien 
acting  for  a  corporation  a  receiver  is  not  treated  as  a  fiduciary, 
and  in  such  a  case  the  return  shall  be  made  as  if  by  the  corporation 
itself.  (See  section  52  and  articles  391  and  392.)  A  receiver  in 
charge  of  the  business  of  a  partnership  shall  render  a  return  on  Form 
1065.  A  receiver  of  the  rents  and  profits  appointed  to  hold  and 
operate  a  mortgaged  parcel  of  real  estate,  but  not  in  control  of  all 
the  property  or  business  of  the  mortgagor,  and  a  receiver  in  partition 
proceedings,  are  not  required  to  render  returns  of  income.  In  general, 
statutory  receivers  and  common  law  receivers  of  all  the  property  or 
business  of  an  individual  or  corporation  must  make  returns.  (See 
also  sections  148  and  149  (a)  and  articles  811-831.) 

Akt.  745.  Ectuni  for  nonresident  alien  beneficiary.— Where  a  citizen 
or  resident  fiduciary  has  the  distribution  of  the  income  of  a  trust  any 
beneficiary  of  which  is  a  nonresident  alien,  the  fiduciary  shall  make 
a  return  on  Form  1040  B  for  such  nonresident  alien  and  pay  any  tax 
shown  thereon  to  be  due.  Unless  such  return  is  a  true  and  accurate 
return  of  the  nonresident  alien  beneficiary's  income  from  all  sources 
within  the  United  States,  the  benefits  of  the  credits  and  deductions 
to  which  the  beneficiary  is  entitled  can  not  be  obtained  in  the 
return  filed  by  the  fiduciary.  (See  sections  215  and  251.)  If  the 
beneficiary  appoints  a  person  in  the  United  States  to  act  as  his 
agent  for  the  purpose  of  rendering  income  tax  returns,  the  fiduci- 


^ 


'^ 


SUPPLEMENTAL  PBOVISIONS 


231 


ary  shall  be  relieved  from  the  necessity  of  filing  Form  1040  B  in 
behalf  of  the  beneficiary  and  from  paying  the  tax.  In  such  a  case 
the  fiduciary  shall  make  a  return  on  Form  1041  and  attach  thereto 
a  copy  of  the  notice  of  appointment.  If  the  sole  beneficiary  of  an 
estate  or  trust  is  a  nonresident  alien  and  Form  1040  B  is  filed  by 
the  fiduciary,  the  filing  of  Form  1041  will  not  be  required.  If  there 
are  two  or  more  nonresident  alien  beneficiaries,  the  fiduciary  shall 
render  a  return  on  Form  1041  and  also  a  return  on  Form  1040  B  for 
each  nonresident  alien  beneficiary.     (See  further  article  1081.) 

Abt.  746.  Time  for  filing  return  npon  death,  or  termination  of  trust. — 
After  his  appointment  and  qualification,  an  executor  or  adminis- 
trator may  inmaediately  file  a  return  for  the  decedent  without  wait- 
ing for  the  close  of  the  taxable  year.  Upon  the  completion  of  the 
administration  of  an  estate  and  final  accounting,  an  executor  or 
administrator  may  immediately  file  a  return  of  income  of  the  estate 
for  the  taxable  year  in  which  the  administration  was  closed. 
Similarly,  upon  the  .termination  of  a  trust,  the  trustee  may  immedi- 
ately make  a  return  without  waiting  for  the  close  of  the  taxable  year. 
Any  income  return  required  to  be  filed  for  a  decedent,  or  for  the  year 
in  which  an  estate  is  closed  or  a  trust  terminated,  is  due  on  the 
fifteenth  day  of  the  third  month  following  the  close  of  the  taxable 
year  during  which  the  decedent  dies,  the  estate  is  closed,  or  the 
trust  is  terminated,  which  date  shall  also  be  the  due  date  for  payment 
of  the  tax  or  the  first  installment  thereof  if  payment  is  made  under 
the  provisions  of  section  56  (b).  The  payment  of  the  tax  before  the 
end  of  the  taxable  year  in  such  circumstances  does  not  relieve  the 
taxpayer  from  liability  for  any  additional  tax  found  to  be  due  upon 
income  of  the  taxable  year.     (See  sections  57  and  272.) 

The  domiciliary  representative  is  required  to  include  in  the  return 
rendered  by  him  as  such  domiciliary  representative  the  entire  income 
of  the  estate.  Consequently  the  only  return  required  to  be  filed 
by  the  ancillary  representative  is  on  Form  1041,  which  shall  be 
filed  with  the  collector  for  his  district  and  shall  show  the  niune 
and  address  of  the  domiciliary  representative,  the  amount  of  gross 
income  received  by  the  ancillary  representative,  and  the  deductions 
to  be  claimed  against  such  income,  including  any  amount  of  income 
properly  paid  or  credited  by  the  ancillary  representative  to  any 
legatee,  heir,  or  other  beneficiary.  If  the  ancillary  representative 
for  the  estate  of  a  nonresiden,t  alien  is  a  citizen  or  resident  of  the 
United  States,  and  the  domiciliary  representative  is  a  nonresident 
alien,  such  ancillary  representative  is  required  to  render  the  return 
otherwise  required  of  the  domiciliary  representative. 
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SBC.  144.  WITHHOLDING  OF  TAX  AT  SOURCE. 
(!)  Tax-free  eovenant  bonds.— 

(1)  Rbquibement  of  withhotjung.— In  any  case  where  bonds, 
mortgages,  or  deeds  of  trust,  w  other  similar  obligations  of  a  cor- 
poratlon  contain  a  contract  or  provision  by  which  the  obligor  agreea 
to  pay  any  portion  of  the  tax  imposed  by  this  title  upon  the  obligee 
OP  to  reimburse  the  obligee  for  any  portion  of  the  tax,  or  to  pay  the 
Interest  without  deduction  for  any  tax  which  the  obligor  may  be 
reQuired  or  permitted  to  pay  thereon,  or  to  retain  therefrom  under 
any  law  of  the  United  States,  the  obligor  shall  deduct  and  withhold 
a  tax  equal  to  2  per  centum  of  tJie  interest  upon  such  bonds,  mort- 
gages, deeds  of  trust,  or  other  obligations,  whether  such  interest  is 
payable  annually  or  at  shorter  or  longer  periods,  if  payable  to  an 
individual,  a  partnership,  or  a  foreign  corporation  not  engaged  In 
trade  or  business  within  the  United  States  and  not  having  any  office 
or  place  of  business  therein :  Provided,  That  if  the  liability  assumed 
by  the  obligor  does  not  exceed  2  per  centum  of  the  interest,  then  the 
deduction  and  withholding  shall,  after  the  date  of  the  enactment  of 
this  Act,  be  at  the  followhig  rates:  (A)  5  per  centum  in  the  case 
of  a  nonresidwit  alien  individual,  or  of  any  partnership  not  engaged 
in  trade  or  business  within  the  United  States  and  not  having  any 
0lfice  or  place  of  business  therein  and  composed  in  whole  or  in  part 
of  nonresident  aU^s,  (B)  12  per  cwitum  in  the  case  of  such  a 
foreign  corporation,  and  (O)  2  per  centum  in  the  case  of  other 
individuals  and  partnerships:  Provided  fwther.  That  if  the  owners 
of  such  obUgations  are  not  known  to  the  wittiholding  agent  the 
Commissioner  may  authorize  such  deduction  and  withholding  to  be 
at  tiie  rate  of  2  p«.  centum,  or,  if  tiie  liabflity  assumed  by  the 
obligor  does  not  exceed  2  per  centum  of  the  interest,  then  at  the 
rate  of  5  per  centum, 

(2)  Benefit  of  ceedits  against  mm  income.— Such  deduction 
and  withholding  shall  not  be  required  in  tiie  case  of  a  citizen  or 
resident  entitled  to  receive  such  interest,  if  he  files  with  the  with- 
holding  agent  on  or  before  February  1  a  signed  notice  in  writing 
claiming  the  benefit  of  the  credits  provided  in  section  25  (c)  and 
(d) ;  nor  in  the  case  of  a  nonresident  alien  individual  if  so  provided 
ft>r  in  regulations  prescribed  by  the  Commissioner  under  section  215. 

(3)  Withholding  at  lower  rate.— Such  deduction  and  withhold- 
ing shall  be  at  the  rate  of  1%  per  centum  instead  of  at  the  rate  of 
2  per  centum  in  the  case  of  a  dtlzen  or  resident  entitied  to  receive 
such  interest  if  he  files  witii  the  wittiholding  agent  on  or  before 
February  1  a  signed  notice  in  writing  that  his  net  income  in  excess 
of  the  credits  against  net  income  i»ovided  in  secHcm  26  does  not 
exceed  $4,000. 

(4)  Inoome  of  OBUQoa  and  OBUGML—The  obligor  shall  not  be 
allowed  a  deduction  tor  the  payment  of  tiie  tax  imposed  by  this 
title,  or  any  other  tax  paid  pursuant  to  the  tax-free  covenant  clause, 
nor  shaU  such  tax  be  included  in  the  gross  income  of  the  ohUgee. 

(li)  Honresident  aUens.— AH  persons,  in  whatever  capacity  acting, 
including  lessees  or  mortgagors  of  real  or  personal  property,  fiduciariei^ 
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employers,  and  all  officers  and  employees  of  the  United  States,  having 
the  control,  receipt,  custody,  disposal,  or  payment  of  interest  (except 
interest  on  deposits  with  persons  carrying  on  the  banking  business 
paid  to  persons  not  engaged  in  business  in  the  United  States  and  not 
having  an  office  or  place  of  business  therein),  rent,  salaries,  wages, 
premiums,  annuities,  comiiensations,  remunerations,  emoluments,  or 
other  fixed  or  determinable  annual  or  periodical  gains,  profits,  and 
income,  of  any  nonresident  alien  individual,  or  of  any  partnership 
not  engaged  in  trade  or  business  within  the  United  States  and  not 
having  any  office  or  place  of  business  therein  and  composed  in  whole 
or  in  part  of  nonresident  aliens,  (other  than  income  received  as  divi- 
dends of  the  class  allowed  as  a  credit  by  section  25  (a) )  shall  (except 
in  the  cases  provided  for  in  subsection  (a)  of  this  section  and  except 
as  otherwise  provided  in  regulations  prescribed  by  the  Commissioner 
under  section  215)  deduct  and  withhold  from  such  annual  or  periodical 
gains,  profits,  and  income  a  tax  equal  to  5  per  centum  thereof: 
Provided,  That  the  Commissioner  may  authorize  such  tax  to  be 
deducted  and  withheld  from  the  interest  upon  any  securities  the 
owners  of  which  are  not  known  to  the  withholding  agent. 

(c)  Keturn  and  payment. — Every  person  required  to  deduct  and 
withhold  any  tax  under  this  section  shall  make  return  thereof  on  or 
before  March  15  of  each  year  and  shall  on  or  before  June  15,  in  lieu 
of  the  time  prescribed  in  section  56,  pay  the  tax  to  the  official  of  the 
United  States  Government  authorized  to  receive  it  Every  such  person 
is  hereby  made  liable  for  such  tax  and  is  hereby  indemnified  against 
the  claims  and  demands  of  any  person  for  the  amount  of  any  payments 
made  in  accordance  with  the  provisions  of  this  section. 

(d)  Income  of  recipient. — Income  upon  which  any  tax  is  required  to 
be  withheld  at  the  source  under  this  section  shall  be  included  in  the 
return  of  the  recipient  of  such  income,  but  any  amount  of  tax  so 
withheld  shall  be  credited  against  the  amount  of  income  tax  as  com- 
puted in  such  return. 

(e)  Tax  paid  by  recipient.— If  any  tax  required  under  this  section 
to  be  deducted  and  withheld  is  paid  by  the  recipient  of  the  incomei, 
it  shall  not  be  re-eoUected  from  the  withholding  agent;  nor  in  cases 
in  which  the  tax  is  so  paid  shall  any  penalty  be  imposed  upon  or  col- 
lected from  the  recipient  of  the  income  or  the  withholding  agent  for 
failure  to  return  or  pay  the  same,  unless  such  failure  was  fraudulent 
and  for  the  purpose  of  evading  payment, 

(f)  Kefunds  and  credits. — Where  there  has  been  an  overpayment  of 
tax  under  this  section  any  refund  or  credit  made  under  the  provisions 
of  section  322  shall  be  made  to  the  withholding  agent  unless  the  amount 
of  such  tax  was  actually  withheld  by  the  withholding  agent. 

Art.  761.  Withholding  tax  at  source.— Withholding  of  a  tax  of  5 
per  cent  is  required  in  the  case  of  fixed  or  determinable  annual  or 
periodical  income  paid  to  a  nonresident  alien  or  to  a  nonresident 
partnership  (see  article  1319)  composed  in  whole  or  in  part  of  non- 
resident alien  individuals,  except  (1)  income  from  sources  without 
the  United  States,  including  interest  on  deposits  with  persons  carry- 
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mg  on  the  banking  business  paid  to  persons  not  engaged  in  business 
in  the  United  States  and  not  having  any  office  or  place  of  business 
therein,  (2)  dividends  of  a  class  allowed  as  a  credit  by  section  25(a), 
and  (3)  interest  upon  bonds  or  other  obligations  of  a  corporation 
containing  a  tax-free  covenant.  A  tax  of  5  per  cent  must  be  with- 
held from  interest  on  bonds  or  securities  not  containing  a  tax-free 
covenant  where  the  owner  is  unknown  to  the  withholding  agent, 
except  where  such  interest  represents  income  from  sources  ^without 
the  United  States.  For  withholding  purposes  the  benefit  of  the 
reduced  rates  of  normal  tax  imposed  by  section  211(b)  upon  the  com- 
I>ensation  of  nonresident  aliens  who  are  residents  of  Canada  or 
Mexico  may  be  procured  only  by  filing  claim  therefor  on  Form  1115 
as  provided  in  article  1072.  (See  sections  119,  148,  212,  215,  231, 
233,251  (f),  and  701  (a)  (6)  and  articles  671-684,  811-818, 1041  1042* 
1071, 1072, 1101, 1102,  and  1134.) 

A  tax  of  12  per  cent  is  required  to  be  withheld  in  the  case  of  fixed 
or  determinable  annual  or  periodical  income  (with  the  exceptions 
stated  m  the  first  paragraph  of  this  article)  paid  after  8  a.  m.,  eastern 
standard  tmie,  May  29,  1928,  to  a  nonresident  foreign  corporation 
(see  article  1319).     (See  also  section  145  and  article  781.) 

Withholding  of  a  tax  of  2  per  cent  is  required  in  the  case  of  inter- 
est paid  to  an  individual  or  a  partnership,  whether  resident  or  non- 
resident  (see  article  1319),  or  to  a  nonresident  foreign  corporation 
upon  bonds  or  other  obligations  of  domestic  corporations  or  resident 
foreign  corporations  (see  article  1319)  containing  a  tax-free  covenant, 
except  that  if  the  liability  assumed  by  the  obligor  in  connection  with 
such  a  covenant  does  not  exceed  2  per  cent  of  the  interest,  withholding 
IS  required  at  the  rate  of  5  per  cent  in  the  case  of  a  nonresident  alien 
or  a  nonresident  partnership  composed  in  whole  or  in  part  of  non- 
resident alien  individuals,  and  at  the  rate  of  12  per  cent  in  the  case  of 
a  nonresident  foreign  corporation.    However,  withholding  is  not 
required  in  the  case  of  interest  payments  on  such  bonds  or  obligations 
of  a  domestic  or  resident  foreign  corporation  qualifying  under  section 
119  (a)   (1)   (B),  if  made  to  a  nonresident  alien,  to  a  partnership 
composed  in  whole  of  nonresident  aliens,  or  to  a  nonresident  forei^ 
corporation.    A  nonresident  foreign  corporation  having  a  fiscal  or 
paying  agent  in  the  United  States  is  required  to  withhold  a  tax  of  2 
per  cent  upon  the  interest  on  its  tax-free  covenant  bonds  paid  to  a 
citizen  or  resident  of  the  United  States  or  a  partnership  any  member 
of  which  IS  a  citi^n  or  resident.    A  tax  of  only  lyg  per  cent  instead 
of  2  per  cent  is  required  to  be  withheld  from  interest  on  tax-free 
covenant  bonds  in  the  case  of  a  citizen  or  resident  if  he  files  with  the 
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withholding  agent  on  or  before  February  1  a  signed  notice  in  writ- 
ing that  his  net  income  in  excess  of  the  credits  to  which  he  is  entitled 
under  section  25  and  articles  291-295  does  not  exceed  $4,000.  Such 
notice  shall  be  made  on  Form  1000.  If  the  owner  of  bonds  or  other 
obligations  of  a  corporation  containing  a  tax-free  covenant  is  un- 
known to  the  withholding  agent  a  tax  of  2  per  cent  must  be  withheld 
from  interest  thereon  unless  the  liability  assumed  by  the  obligor 
does  not  exceed  2  per  cent  of  the  interest,  in  which  case  withholding 
must  be  at  the  rate  of  5  per  cent. 

Bonds  issued  under  a  trust  deed  containing  a  tax-free  covenant 
are  treated  as  if  they  contained  such  a  covenant.  Where  neither  the 
bonds  nor  the  trust  deeds  given  by  the  obligor  to  secure  them  contain 
a  tax-free  covenant,  supplemental  agreements  executed  by  the  obligor 
corporation  and  the  trustee  containing  a  tax-free  covenant  which 
modify  the  original  trust  deeds  to  that  extent  are  of  the  same  eflFect 
from  the  date  of  their  proper  execution  as  if  they  had  been  part  of 
the  original  deeds  of  trust,  and  the  bonds  from  such  date  are  subject 
to  the  provisions  of  section  144  (a),  provided  appropriate  authority 
exists  for  the  modification  of  the  trust  deeds  in  this  manner.  The 
authority  must  be  contained  in  the  original  trust  deeds  or  actually 
secured  from  the  bondholders. 

A  debtor  corporation  having  an  issue  of  bonds  or  other  similar 
obligations  which  appoints  a  duly  authorized  agent  to  act  in  its 
behalf  under  the  withholding  provisions  of  the  Act,  is  required  to 
file  notice  of  such  appointment  with  the  Commissioner  of  Internal 
Revenue,  Sorting  Section,  Washington,  D.  C,  giving  the  name  and 
address  of  the  agent. 

Wliere  in  connection  with  the  sale  of  its  property,  payment  of  the 
bonds  or  other  obligations  of  a  corporation  is  assumed  by  the  assignee, 
such  assignee,  whether  an  individual,  partnership,  or  corporation, 
must  deduct  and  withhold  such  taxes  as  would  be  required  to  be 
withheld  by  the  assignor  had  no  such  sale  or  transfer  been  made. 

A  fiduciary  is  not  required  to  withhold  tax  and  render  a  with- 
holding return  with  respect  to  income  of  a  nonresident  alien  bene- 
ficiary, as  a  complete  return  thereof  will  be  included  in  Form  1040  B. 
(See  articles  745  and  768.) 

In  the  case  of  corporate  bonds  or  other  obligations  containing  a 
tax-free  covenant,  the  corporation  paying  a  Federal  tax,  or  any 
part  of  it,  for  some  one  else  pursuant  to  its  agreement  is  not  entitled 
to  deduct  such  payment  from  gross  income  on  any  ground,  nor  shall 
the  tax  so  paid  be  included  in  the  gross  income  of  the  bondholder. 
The  amount  of  the  tax  may  nevertheless  be  claimed  by  the  bond- 
holder as  a  credit  against  the  total  amount  of  tax  due  in  accordance 
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^th  section  144  (d).  In  the  case,  however,  of  corporate  bonds  or 
obligations  containing  an  appropriate  tax-free  covenant,  the  cor- 
poration paying  for  some  one  else,  pursuant  to  its  agreement,  a  State 
tax  or  any  tax  other  than  a  Federal  tax  may  deduct  such  payment 
as  interest  paid  on  indebtedness. 
Akt.  762.  Fixed  or  determinable  annual  or  periodical  income.— Only 

fil  ^^-        'S;'"'^^^  '""'^  "'■  P«ri«di«»l  income  is  subject  to 
withholding.    The  Act  specifically  includes  in  such  income,  interest, 
rent,  salaries,  wages,  premiums,  annuities,  compensations,  remunera- 
tions, and  emoluments.    But  other  kinds  of  income  may  be  included 
as  for  mstance,  royalties.  ' 

Income  is  fixed  when  it  is  to  be  paid  in  amounts  definitely  pre- 
detemined.  Income  is  determinable  whenever  there  is  a  basif  of 
calculation  by  which  the  amount  to  be  paid  may  be  ascertained.  The 
income  need  not  be  paid  annuaUy  if  it  is  paid  periodicaUy;  that  is  to 
My,  from  time  to  time,  whether  or  not  at  regular  intervals.  That 
flie  length  of  time  during  which  the  payments  are  to  be  made  may 
be  inareased  or  diminished  in  accordance  with  some  one's  will  or 
with  the  happenmg  of  an  event  does  not  make  the  payments  any  the 
fess  determinable  or  periodical.  A  salesman  working  by  the  month 
for  a  commission  on  sales  which  is  paid  or  credited  monthly  receives 
determinable  periodical  income.  The  income  derived  from  the  sale 
m  «ie  United  States  of  property,  whether  real  or  personal,  is  not 
tixed  or  determinable  annual  or  periodical  income. 

Aw.  763.  Exemption  firom  withholdinsr— Withholding  from  inter- 
est on  corporate  bonds  or  other  obligations  containing  a  tax-free 
covenant  ^aU  not  be  required  in  the  case  of  a  citizen  or  resident  if 
he  files  with  the  withholding  agent  when  presenting  interest  coupons 
for  payment,  or  not  kter  than  February  1  following  the  taxable  year 
an  ownership  certificate  on  Form  1000  stating  that  his  net  income' 
does  not  exceed  his  personal  exemption  and  other  credits  allowed  by 
section  25.     (S^  articles  291-295.)     To  avoid  inconvenience  a  resi- 
dent  ahen  should  file  a  certificate  of  residence  on  Form  1078  with 
withholdmg  agents,  who  shall  forward  such  certificates  to  the  Com- 
missioner with  a  letter  of  transmittal.     (See  article  1026 )     The 
u.o»me  of  dome^c  corporations  and  of  resident  foreign  corporations 
^  fiee  from  withholding.    No  withholding  from  corporate  dividends 
18  required  unless  the  dividends  are  treated  as  income  from  sources 
withm  the  United  States  under  section  119  and  are  distributed  by  a 
corporation  organized  under  the  China  Trade  Act,  1922  to— 

(«)  A  nonresident  alien  individual  other  than  a  resident  of  Chin* 
at  the  time  of  such  distribution ; 
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(b)  A  nonresident  partnership  composed  in  whole  or  in  part  of 
nonresident  aliens  (other  than  a  partnership  resident  in  China)  ;  or 

(<?)  A  nonresident  foreign  corporation  (other  than  a  corporation 
resident  in  China). 

In  the  case  of  (a)  and  (h)  the  rate  of  withholding  applicable  is  5 
per  cent  and  in  the  case  of  (c)  12  per  cent.  (See  further  sections 
116  (f )  and  261.) 

Art.  764.  Exemption  certificates  of  nonresident  aliens.— When  the 
gross  income  of  a  nonresident  alien,  which  is  derived  from  sources 
within  the  United  States,  does  not  exceed  $10,000  and,  exclusive  of 
dividends,  is  not  in  excess  of  the  personal  exemption  of  $1,500  (and 
the  credit  for  dependents  in  the  case  of  a  resident  of  Canada  or 
Mexico),  an  exemption  certificate.  Form  1002,  may  be  executed  and 
filed  with  the  withholding  agent,  if  any  part  of  such  gross  income  is 
derived  from  interest  upon  bonds  or  similar  obligations  of  a  corpo- 
ration, whether  or  not  such  bonds  or  obligations  contain  a  tax-free 
covenant. 

The  withholding  agent,  upon  receipt  of  the  exemption  certificates, 
Form  1002,  should  make  proper  record  thereof  on  the  retained  copies 
of  Form  1012  (see  article  768)  and  forward  the  exemption  certificates 
with  a  letter  of  transmittal  to  the  Commissioner  of  Internal  Kevenue, 
Sorting  Section,  Washington,  D.  C,  where  they  will  be  examined.    In 
those  cases  in  which  the  total  income  of  the  bondholder  from  sources 
within  the  United  States  is  found  to  exceed  $10,000,  or,  exclusive  of 
dividends,  to  be  in  excess  of  the  personal  exemption  (and  the  credit 
for  dependents  in  the  case  of  residents  of  Canada  and  Mexico),  the 
claim  on  Form  1002  for  the  benefit  of  the  personal  exemption  and 
such  credit  will  be  disallowed.    A  letter  containing  a  list  of  the 
exemption  certificates  covering  the  claims  disallowed  and  stating 
the  reason  for  their  disallowance  will  be  mailed  to  the  withholding 
agent.    This  letter  will  also  state  the  portion  of  the  total  tax  assessed 
against  the  withholding  agent  on  the  basis  of  the  annual  return  on 
Form  1013  (see  article  768)  to  be  abated  by  reason  of  the  exemption 
certificates  covering  the  claims  allowed.    A  copy  of  the  letter  to  the 
withholding  agent  wiU  be  forwarded  to  the  collector  of  internal  reve- 
nue as  the  basis  for  the  acceptance  of  an  amount  of  tax  less  than  that 
assessed.     No  portion  of  the  tax  withheld  from  nonresident  aliens 
should  be  released  on  the  basis  of  the  exemption  certificates,  Form 
1002,  until  such  letter  has  been  received  by  the  withholding  agent. 
The  tax  assessed  on  the  basis  of  the  return  on  Form  1013  less  the 
amount  of  tax  to  be  abated  as  shown  by  the  letter  to  the  withholding 
agent  must  be  paid  to  the  collector  on  or  before  June  15.    Where 
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Forms  1002  are  received  after  the  tax  has  been  paid,  the  tax  shown  to 
have  been  overpaid  shaU  be  credited  or  refunded  as  provided  in  sec- 
tions 144  (f )  and  322. 

The  exemption  certificate,  Form  1002,  properly  executed,  should  be 
Wed  with  the  withholding  agent  at  any  time  after  the  close  of  the 
calendar  year,  but  not  later  than  May  1  of  the  succeeding  year.  Not- 
withstanding the  fact  that  Form  1002  is  filed,  ownership  certificates 
must  be  filed  as  provided  in  articles  765  and  767. 

Abt.  765.  Ownenhip  certificates  for  bond  interest.— The  owners  (ex- 
cept domestic  and  resident  foreign  corporations)  of  bonds  or  other 
obligations  containing  a  tax-free  covenant,  issued  by  a  domestic  cor- 
poration, a  resident  foreign  corporation,  or  a  nonresident  foreign 
wrporation  having  a  fiscal  agent  or  a  paying  agent  in  the  United 
btates,  when  presenting  interest  coupons  for  payment  shall  file  an 
ownership  certificate  for  each  issue  of  bonds,  showing  the  name  and 
address  of  the  debtor  corporation,  the  name  and  address  of  the  owner 
of  the  tmnds,  a  description  of  the  obligations,  the  amount  of  interest 
and  it8  due  date,  the  rate  at  which  tax  is  to  be  withheld,  and  the  date 
upon  which  the  mterest  coupons  were  presented  for  payment    How- 
ever,  ownership  certificates  need  not  be  filed  by  a  nonresident  alien, 
a  partnership  composed  in  whole  of  nonresident  aliens,  or  a  non- 
resident foreign  corporation  in  connection  with  interest  payments 
on  such   bonds  or  similar  obligations  of  a  domestic  or  resident 
loreign  corporation  qualifying  under  section  119  (a)   (1)   (B)  or  of 
a  nonresident  foreign  corporation.    In  case  of  interest  on  corporate 
bonds  or  similar  obligations  not  containing  a  tax-free  covenant, 
issued  by  a  domestic  or  resident  foreign  corporation,  other  than  a 
corporation  qualifying  under  section  119  (a)  (1)  (B),  ownership  cer- 
tificates are  required  if  the  owner  of  such  bonds  is  a  nonresident 
alien,  a  nonresident  partnership  composed  in  whole  or  in  part  of 
nonresident  aliens,  or  a  nonresident  foreign  corporation.    Ownership 
certificates  are  required  in  the  case  of  such  bonds,  whether  or  not 
contaming  a  tax-free  covenant,  if  the  owner  is  unknown  to  the  with- 
Holding  agent.    Ownership  certificates  need  not  be  filed  in  the  case 
of  interest  payments  on  bonds  or  similar  obligations  of  a  State 
Territory,  or  any  political  subdivision  thereof,  or  the  District  of 
Columbia;  or  securities  issued  under  the  provisions  of  the  Federal 
iarm  I^n  Act,  or  under  the  provisions  of  such  Act  as  amended- 
or  the  obligations  of  the  United  States  or  its  possessions.    (See  sec^ 
tion  22  (b)  (4)  and  articles  84-88.)     Ownership  certificates  are  not 
required  to  be  filed  in  connection  with  interest  payments  on  bonds 
or  similar  obbgations  issued  by  an  individual  or  a  partnership, 
whether  or  not  such  obbgations  contain  a  tax-free  covenant. 
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When  mterest  coupons  detached  from  corporate  bonds  are  received 
unaccompanied  by  ownership  certificates,  unless  the  owner  of  the 
bonds  IS  known  to  the  first  bank  to  which  the  coupons  are  presented 
for  payment,  and  the  bank  is  satisfied  that  the  owner  is  a  person  who 
IS  not  required  to  file  an  ownership  certificate,  the  bank  shall  require 
of  the  payee  a  statement  showing  the  name  and  address  of  the  person 
from  whom  the  coupons  were  received  by  the  payee,  and  alleginT 
that  the  owner  of  the  bonds  is  unknown  to  the  payee.     Such  stated 
ment  shall  be  forwarded  to  the  Commissioner  with  the  monthlv 
return  on  Form  1012.     The  bank  shall  also  require  the  payee  to 
prepare  a  certificate  on  Form  1001  crossing  out  «  owner  "  and  insert- 
ing «  payee  "  and  entering  the  amount  of  the  interest  on  line  3   and 
shall  stamp  or  write  across  the  face  of  the  certificate  "Statement 
turnished,"  adding  the  name  of  the  bank. 

Ownership  certificates  are  required  in  connection  with  interest  pay- 
ments on  registered  bonds  as  in  the  case  of  coupon  bonds,  except  that 
If  ownership  certificates  are  not  furnished  by  the  owner  of  such 
bonds,  ownership  certificates  must  be  prepared  by  the  withholdinor 
agent.  «=> 

Art.  766   Form  of  certificate  for  citizens  or  residents.-For  the  purpose 
of  article  <  66,  Form  1000  shall  be  used  by  citizens  or  residents  ofThe 
United  States  (individual  or  fiduciary),  resident  partnerships,  and 
nonresident  partnerships  all  of  the  members  of  which  are  citizens  or 
residents,  in  connection  with  interest  payments  received  on  bonds  con- 
taining a  tax-free  covenant.    If  such  bonds  are  issued  by  a  nonresi- 
dent foreign  corporation  having  a  fiscal  or  paying  agent  in  the  United 
States,  Form  1000  should  be  modified  to  shaw  the  name  and  address 
of  the  fiscal  agent  or  the  paying  agent  in  addition  to  the  name  and 
address  of  the  debtor  corporation.     The  amount  of  interest  received 
on  such  bonds  shaU  be  entered  on  line  3  of  Form  1000,  except  that  in 
the  case  of  a  citizen  or  resident  the  interest  should  be  entered  on  line  2 
It  the  tax  to  be  withheld  is  at  the  rate  of  U/g  per  cent  as  provided  in 
article  761,  or  on  line  1  if  the  net  income  does  not  exceed  the  personal 
exemption  and  other  credits  aUowed  by  section  25.     (See  article  763  ) 
Art.  767.  Form  of  certificate  for  nonresident  aliens,  nonresident  foreign 
corporations,  and  unknown  owners—For  the  purpose  of  article  765 
t  orm  1001  shall  be  used  in  connection  with  interest  payments  on 
bonds,  regardless  of  whether  or  not  such  bonds  contain  a  tax-free 
covenant,  (a)  by  nonresident  aliens  (individual  or  fiduciary)    (6)  bv 
nonresident  partnerships  composed  in  whole  or  in  part  of  nonresident 
aliens,  (c)  by  nonresident  foreign  corporations,  and  (d)  where  the 
owner  is  unknown. 
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Am,  768.  Betim  and  paym«iit  of  tax  withheld.— Every  withholding 
agent  shall  make  on  or  before  March  15  an  annual  return  on  Form 
1013  of  the  tax  withheld  from  interest  on  corporate  bonds  or  other 
obligations.    This  return  should  be  filed  with  the  collector  for  the 
district  in  which  the  withholding  agent  is  located.    The  withholding 
agent  shall  also  make  a  monthly  return  on  Form  1012  on  or  before  the 
aOth  day  of  the  month  following  that  for  which  the  return  is  made. 
The  ownership  certificates,  Forms  1000  and  1001,  must  be  forwarded 
to  the  Commissioner  with  the  monthly  return.    Such  of  the  forms 
as  report  interest  from  wWch  the  tax  is  to  be  withheld  should  be  Hsted 
on  the  monthly  return.    While  the  forms  reporting  interest  from 
which  no  tax  is  to  be  withheld  need  not  be  listed  on  the  return,  the 
number  of  such  forms  submitted  should  be  entered  in  the  space 
provided.    Where  Form  1000  is  modified  to  show  the  name  and 
wMmm  of  a  Iscal  or  paying  agent  in  the  United  States  (see  article 
766) ,  Forms  1012  and  1013  should  be  likewise  modified. 

Every  person  required  to  deduct  and  withhold  any  tax  from  income 
other  than  such  bond  interest  shall  make  an  annual  return  thereof  to 
the  collectxir  on  or  before  March  15  on  Form  1042,  showing  the  amount 
of  tax  required  to  be  withheld  for  each  nonresident  alien  (individual 
or  fiduciary),  nonresident  partnership  composed  in  whole  or  in  part 
of  nonresident  aliens,  or  nonresident  fbreign  corporation  to  which 
income  other  than  bond  interest  was  paid  during  the  previous  taxable 
jw.  Form  1042  should  be  filed  with  the  collector  for  the  district 
in  which  the  withholding  agent  is  located.  In  every  case  of  both 
classes  the  tax  withheld  must  be  paid  on  or  before  June  15  of  each 
year  to  Ae  collector.  For  penalties  and  additions  to  the  tax  attaching 
upon  failure  to  make  such  returns  or  such  payment,  see  sections  146 
and  291  and  articles  791  and  1211. 

Akt.  769.  Ownership  oer^eatea  i&  the  eaw  of  fiduciaries  and  joint 
imii«r8.~When  fiduciaries  have  the  control  and  custody  of  more  than 
one  estate  or  trust,  and  such  estates  and  trusts  have  as  assets  bonds  of 
corporations  and  other  securities,  a  certificate  of  ownership  shall  be 
executed  for  each  estate  or  trust,  regardless  of  the  fact  that  the 
bonds  are  of  the  same  wme.  When  bonds  are  owned  jointly  by  two 
or  more  persons,  a  separate  ownersliip  certificate  must  be  executed 
in  behalf  of  each  of  the  owners. 

Aht.  770.  Betmn  nf  income  from  which  tax  waa  withheld.— The  entire 
amount  of  the  income  from  which  the  tax  was  withheld  shall  be  in- 
cluded in  gross  income  without  deduction  for  such  payment  of  the 
tax.  But  any  tax  so  withheld  shall  be  credited  against  the 
total  tax  as  computed  in  the  taxpayer's  return.  If  the  tax  is  paid 
by  the  recipient  of  the  income  or  by  the  withholding  agent  it  shall  ' 
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^  not  be  recollected  from  the  other,  regardless  of  the  original  liability 
therefor,  and  in  such  event  no  penalty  will  be  asserted  against  either 
person  for  failure  to  return  or  pay  the  tax  where  no  fraud  or  purpose 
to  evade  payment  is  involved. 

t  SEC.    US.  PAYMENT     OF     CORPORATION     INCOME     TAX     AT 

SOURCE.  ** 

In  tjie  case  of  foreign  corporations  subject  to  taxation  under  this 
Utle  not  engaged  In  trade  or  business  within  the  United  States  and  not 

^  having  any  office  or  place  of  business  therein,  there  shall  be  deducted 

and  withheld  at  the  source  in  the  same  manner  and  upon  the  same 
Items  of  income  as  is  provided  In  section  144  a  tax  equal  to  13%  per 
centum  thereof  in  respect  of  all  payments  of  Income  made  before  the 
enactment  of  this  Act,  and  equal  to  12  per  centum  thereof  In  respect  of 

*  f    payments  of  income  made  after  the  enactment  of  this  Act,  and  such 

tax  shall  be  returned  and  paid  in  the  same  manner  and  subject  to  the 
same  conditions  as  provided  in  that  section :  Proi^ided,  That  in  the  ease 
of  interest  described  in  subsection  (a)  of  that  section  (relating  to  tax- 

i  f^^rr'"'  "fl^  *•**  ''^""*'°°  '^^  withholding  shaU  be  at  the  rate 

►  specified  in  such  subsection. 

Art.  781.  Withholding  in  the  case  of  nonresident  foreign  corporations  — 
in  general,  with  respect  to  payments  to  nonresident  foreign  corpora- 
tions (see  article  1319)  withholding  is  required  of  a  tax  of  2  per  cent 
m  the  case  of  interest  representing  income  from  sources  within  the 
United  States  paid  upon  corporate  bonds  or  other  obligations  contain- 
ing a  tax-free  covenant  except  that  such  withholding  is  required  at 
the  rate  of  12  per  cent  if  the  liability  assumed  by  the  obligo7does  not 
exceed  2  per  cent  of  the  interest.    Withholding  of  a  tax  of  12  per 
cent  IS  ako  required  in  the  case  of  payments  of  other  fixed  or  de- 
terminable amiual  or  periodical  income  from  sources  within  the 
Umted  States  made  after  the  enactment  of  the  Revenue  Act  of  1928 
to  nonresident  foreign  corporations,  except  corporate  dividends  other 
than  dividend^  distributed  by  a  corporation  organized  under  the 
China  Trade  Act  1922,  to  a  nonresident  foreign  corporation  which  is 
not  a  resident  of  China.     (See  also  section  144  and  articles  761-770  ) 
As  no  withholding  of  tax  on  bond  interest  or  other  income  is 
r^uired  m  the  case  of  a  resident  foreign  corporation  (see  article 
ljl9),  the  person  paying  such  income  should  be  notified  by  a  letter 
from  the  corporation  that  it  is  not  subject  to  the  withholding  pro- 
Aasions  of  the  Act     The  letter  from  the  corporation  shaU^nfain 
the  address  of  its  office  or  place  of  business  in  the  United  States,  and 

ZlTn  ^  r  f -T''  ^^  *^'  corporation  giving  his  official  title, 
buch  letters  of  notification  shall  be  immediately  forwarded  by  the 
recipiente  to  the  Commissioner  of  Internal  Revenue,  Sorting  Section, 
Washington,  D.  C,  to  be  examined. 
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SBC.  146.  PSNALTIBS. 

(a)  Any  person  required  under  this  title  to  pay  any  tax.  or  re- 
quired by  law  or  regulations  made  under  authority  thereof  to  make  a 
return,  Iceep  any  records,  or  supply  any  information,  for  the  purposes 
of  the  computation,  assessment,  or  collection  of  any  tax  imposed  by 
this  title,  who  willfully  falls  to  pay  such  tax,  make  such  return,  keep 
such  records,  or  supply  such  information,  at  the  time  or  times  require<l 
by  law  or  regulations,  shall,  in  addition  to  other  penalties  provided 
by  law,  be  guilty  of  a  misdemeanor  and,  upon  conviction  theiteof,  be 
fined  not  more  than  $10,000,  or  imprisoned  for  not  more  than  one  year, 
©r  both,  together  with  the  costs  of  prosecution. 

(h)  Any  person  required  under  this  title  to  collect,  account  for,  and 
pay  over  any  tax  imposed  by  this  title,  who  willfully  fails  to  collect 
or  truthfully  account  for  and  pay  over  such  tax,  and  any  person  who 
willfully  attempts  in  any  manner  to  evade  or  defeat  any  tax  imposed 
by  this  title  or  the  payment  thereof,  shall,  in  addition  to  other  penalties 
provided  by  law.  be  guilty  of  a  felony  and.  upon  conviction  thereof,  be 
fined  not  more  than  $10,000,  or  imprisoned  for  not  more  than  five  years, 
or  both,  together  with  the  costs  of  prosecution. 

(c)  The  term  "person"  as  used  in  this  section  includes  an  officer 
or  employee  of  a  corporation  or  a  member  or  employee  of  a  partnership, 
who  as  such  officer,  employee,  or  member  is  under  a  duty  to  perform 
the  act  in  respect  of  which  the  violation  occui-s. 

Abt.  791.  Penalties.— The  penalties  provided  for  in  section  146 
can  not  be  assessed  but  are  enforceable  only  by  suit  or  prosecution. 
For  limitations  on  prosecutions,  see  the  Act  of  July  5,  1884,  as 
amended  by  the  Eevenue  Act  of  1924  and  reenacted  without  change 
by  section  1110  of  the  Revenue  Act  of  1926. 

SEC.  147.  CLOSING  BY  COMMISSIONER  OF  TAXABLE  YEAR. 

(a)  Tax  in  jeopardy.— If  the  Commissioner  finds  that  a  taxpayer 
designs  quickly  to  depart  from  the  United  States  or  to  remove  his 
property  therefrom,  or  to  conceal  himself  or  his  property  therein, 
or  to  do  any  other  act  tending  to  prejudice  or  to  render  wholly  or 
partly  ineffectual  proceedings  to  collect  the  tax  for  the  taxable  year 
then  last  past  or  the  taxable  year  then  current  unless  such  pro- 
ceedings be  brought  without  delay,  the  Conmiissioner  shall  declare 
the  taxable  period  for  such  taxpayer  immediately  terminated  and 
shaU  cause  notice  of  such  finding  and  declaration  to  be  given  the 
taxpayer,  together  with  a  demand  for  immediate  payment  of  the  tax 
for  the  taxable  period  so  declared  terminated  and  of  the  tax  for  the 
preceding  taxable  year  or  so  much  of  such  tax  as  is  unpaid,  whether 
or  not  the  time  otherwise  allowed  by  law  for  filing  return  and  paying 
the  tax  has  expired;  and  such  taxes  shaU  thereupon  become  imme- 
diately due  and  payable.  In  any  proceeding  in  court  brought  to  enforce 
payment  of  taxes  made  due  and  payable  by  virtue  of  the  provisions 
of  this  section  the  finding  of  the  Conmiissioner,  made  as  herein  pro- 
vided, whether  made  after  notice  to  the  taxpayer  or  not,  shall  be  for 
all  purposes  presumptive  evidence  of  the  taxpayer's  design. 
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(b)  Security  for  payment.— A  taxpayer  who  Is  not  In  default  in 
making  any  return  or  paying  income,  war-profits,  or  excess-profits  tax 
under  any  Act  of  Congress  may  furnish  to  the  United  States,  under 
regulations  to  be  prescribed  by  the  Commissioner,  with  the  approval  of 
the  Secretary,  security  approved  by  the  Commissioner  that  he  will  duly 
make  the  return  next  thereafter  required  to  be  filed  and  pay  the  tax 
next  thereafter  required  to  be  paid.  The  Commissioner  may  approve 
and  accept  in  like  manner  security  for  return  and  payment  of  taxes 
made  due  and  payable  by  virtue  of  the  provisions  of  this  section,  pro- 
vided the  taxpayer  has  paid  in  full  all  other  income,  war-profits,  or 
excess-profits  taxes  due  from  him  under  any  Act  of  Congress. 

(c)  Same — exemption  from  section.— If  security  is  appro ve<l  and 
accepted  pursuant  to  the  provisions  of  this  section  and  such  further 
or  other  security  with  respect  to  the  tax  or  taxes  covered  thereby 
is  given  as  the  Commissioner  shall  from  time  to  time  find  necessary 
and  require,  payment  of  such  taxes  shall  not  be  enforced  by  any 
proceedings  under  the  provisions  of  this  section  prior  to  the  expiration 
of  the  time  otherwise  allowed  for  paying  such  respective  taxes. 

(d)  Citizens.— In  tlie  case  of  a  citizen  of  the  United  States  or  of  a 
possession  of  the  United  States  about  to  depart  from  the  United  States 
the  Commissioner  may,  at  his  discretion,  waive  any  or  all  of  the  re- 
quirements placed  on  the  taxpayer  by  this  section.  * 

(e)  Departure  of  alien.— No  alien  shall  depart  from  the  United  States 
unless  he  first  procures  from  the  collector  or  agent  in  charge  a  certifi- 
cate that  he  has  complied  with  all  the  obligations  imposed  upon  him 
by  the  income,  war-profits,  and  excess-profits  tax  laws. 

(f)  Addition  to  tax. — If  a  taxpayer  violates  or  attempts  to  violate 
this  section  there  shall,  in  addition  to  all  other  penalties,  be  added  as 
part  of  the  tax  25  per  centum  of  the  total  amount  of  the  tax  or  defi- 
ciency in  the  tax,  together  with  interest  at  the  rate  of  1  per  centum  a 
month  from  the  time  the  tax  became  due. 

Art.  801.  Termination  of  the  taxable  period  by  Commissioner. Sec- 
tion 147  provides  that  in  the  case  of  a  taxpayer  who  designs  by 
immediate  departure  from  the  country  or  otherwise  to  avoid  the  pay- 
ment of  the  tax  for  the  preceding  or  current  taxable  year,  the  Com- 
missioner may,  upon  evidence  satisfactory  to  him,  declare  the  taxable 
period  for  such  taxpayer  immediately  terminated  and  cause  the 
service  upon  him  of  a  notice  and  demand  for  immediate  payment  of 
the  tax  for  the  taxable  period  declared  terminated,  and  of  the  tax  for 
the  preceding  taxable  year,  or  so  much  of  such  tax  as  is  unpaid.  In 
such  a  case  the  taxpayer  is  entitled  to  the  personal  exemption  and 
credit  for  dependents,  if  otherwise  allowable  under  sections  25,  214, 
and  251  (see  articles  291-295  and  1061),  but  such  personal  exemption 
and  credit  for  dependents  shall  be  reduced  proportionately  to  the 
length  of  the  period  for  which  the  return  is  made.  (See  section  47 
and  article  371.)  If  suit  is  necessary  to  collect  a  tax  made  due  and 
payable  by  the  provisions  of  section  147,  the  Commissioner's  findin*' 
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is  presumptive  evidence  of  the  taxpayer's  design.  A  taxpayer  who 
is  not  in  default  in  making  the  returns  or  in  paying  other  taxes  may 
procure  the  postponement  imtil  the  usual  time  of  the  payment  of 
taxes  which  are  or  may  be  due  pursuant  to  this  article  by  depositing 
with  the  Commissioner  United  States  bonds  of  a  principal  amount 
double  the  estimated  amount  of  taxes  due  for  the  taxable  period,  or 
by  furnishing  such  other  securities  as  may  be  approved  by  the  Com- 
missioner.    (See  section  1126  of  the  Kevenue  Act  of  1926.) 

Aliens  departing  from  the  United  States  will  be  required  to  file 
returns  of  income  on  Form  1040  C  and  to  obtain  certificates  of  com- 
pliance with  income  tax  obligations  from  the  collector  or  revenue 
agent  in  charge.  A  certificate  of  compliance  is  attached  to  and  made 
a  part  of  Form  1040  C.  Aliens,  whether  resident  or  nonresident,  who 
intend  to  depart  from  this  country  should  appear  before  the  collector 
or  revenue  agent  in  charge  for  the  district  in  which  they  reside  and 
satisfy  all  income  tax  obligations  with  respect  to  income  received  up 
to  and  including  the  calendar  month  next  preceding  that  of  their 
intended  departure.  Upon  payment  of  such  obligations,  or  upon  sat- 
isfactory evidence  that  no  tax  is  due  and  payable,  the  collector  or 
revenue  agent  in  charge  will  issue  a  certificate  of  compliance  to  the 
applicant.  A  properly  executed  certificate  of  compliance  issued  by 
the  collector  or  revenue  agent  in  charge  must  be  presented  at  the  pier. 
Aliens  presenting  themselves  at  the  point  of  departure  without  such 
certificates  of  compliance  will  be  examined  by  internal  revenue  officers 
at  that  point,  and  such  taxes  as  appear  to  be  due  and  owing  will  be 
collected.  Citizens  of  the  United  States  or  of  possessions  of  the 
United  States  departing  from  the  United  States  will  not  be  required 
to  procure  certificates  of  compliance  or  to  present  any  other  evidence 
of  compliance  with  income  tax  obligations. 

If  a  taxpayer  violates  or  attempts  to  violate  the  provisions  of  sec- 
tion 147,  there  shall,  in  addition  to  all  other  penalties,  be  added  as  a 
part  of  the  tax  25  per  cent  of  the  tax  or  deficiency  in  the  tax,  together 
with  interest  at  the  rate  of  1  per  cent  a  month  from  the  time  the  tax 
became  due. 

SBC.  148.  INFORMATION  AT  SOURCE. 

(a)  WmjmtmU  of  11,100  or  marc.— All  persons,  in  whatever  capacity 
acting,  including  lessees  or  mortgagors  of  real  or  personal  property, 
Mvciaries,  and  employers,  making  payment  to  another  person,  of  inter-  ' 
mtf  lent,  salaries,  wagee,  premiums,  annuities,  compensations,  remu- 
nerations, emoluments,  or  other  fixed  or  determinable  gains,  profits,  and 
Income  (other  than  payments  described  in  section  149  (a)  or  150),  of 
11,500  or  more  in  any  taxable  year,  or,  in  the  case  of  such  payments 
made  by  the  United  States,  the  officers  or  employees  of  the  United 
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states  having  information  as  to  such  payments  and  required  to  make 
returns  in  regard  thereto  by  the  regulations  hereinafter  provided  for, 
shall  render  a  true  and  accurate  return  to  the  Commissioner,  under 
such  regulations  and  in  such  form  and  manner  and  to  such  extent  as 
may  be  prescribed  by  him  with  the  approval  of  the  Secretary,  setting 
forth  the  amount  of  such  gains,  profits,  and  income,  and  the  name  and 
address  of  the  recipient  of  such  payment. 

(b)  Betums  regardless  of  amonnt  of  payment.— Such  returns  may 
be  required,  regardless  of  amounts,  (1)  in  the  case  of  payments  of 
interest  upon  bonds,  mortgages,  deeds  of  trust,  or  other  similar  obli- 
gations of  corporations,  and   (2)    in  the  case  of  collections  of  items 

(not  payable  in  the  United  States)  of  interest  upon  the  bonds  of 
foreign  countries  and  interest  upon  the  bonds  of  and  dividends  from 
foreign  corporations  by  persons  undertaking  as  a  matter  of  business 
or  for  profit  the  collection  of  foreign  payments  of  such  interest  or 
dividends  by  means  of  coupons,  checks,  or  bills  of  exchange. 

(c)  Recipient  to  furnish  name  and  address. — ^When  necessary  to 
make  effective  the  provisions  of  this  section  the  name  and  address 
of  the  recipient  of  income  shaU  be  furnished  upon  demand  of  the 
person  paying  the  income. 

(d)  Obligations  of  United  States.— The  provisions  of  this  section 
shall  not  apply  to  the  payment  of  interest  on  obligations  of  the  United 
States. 

Art.  811.1  Return  of  information  as  to  payments  of  $1,500.— All  per- 
sons  making  payment  to  another  person  of  fixed  or  determinable 
income  of  $1,500  or  more  in  any  calendar  year  must  render  a  return 
thereof  to  the  Commissioner  for  such  year  on  or  before  March  15 
of  the  following  year,  except  as  specified  in  articles  813-815.  The 
return  shall  be  made  in  each  case  on  Form  1099,  accompanied  by 
transmittal  Form  1096  showing  the  number  of  returns  filed.  The 
street  and  number  where  the  recipient  of  the  payment  lives  should 
bo  stated,  if  possible.  Where  no  present  address  is  available,  the  last 
known  post-office  address  must  be  given.  Although  to  make  necessary 
a  return  of  information  the  income  must  be  fixed  or  determinable,  it 
need  not  be  annual  or  periodical.     (See  article  762.) 

Art.  812.1  Return  of  information  as  to  payments  to  em^iloyees,— The 
names  of  all  employees  to  whom  payments  of  $1,500  or  over  a  year 
are  made,  whether  such  total  sum  is  made  up  of  wages,  salaries,  com- 
missions, or  compensation  in  any  other  form,  must  be  reported.  (But 
see  article  813.)  Heads  of  branch  offices  and  subcontractors  employ- 
ing labor,  who  keep  the  only  complete  record  of  payments  therefor, 
should  file  returns  of  information  in  regard  to  such  payments  directly 
with  the  Commissioner.  When  both  main  office  and  branch  office 
have  adequate  records,  the  return  should  be  filed  by  the  main  office. 
(See  article  53.) 


*  See  T.  D.  4302,  p.  362. 
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Art.  813.  Cases  where  no  retini  of  infonnation  required.— Payments 
of  the  followiiig  character,  although  over  $1,500,  need  not  be  reported 
in  returns  of  information  on  Form  1099: 

(a)  Payments  of  interest  on  obligations  of  the  United  States; 

(b)  Payments  by  a  broker  to  his  customers; 

(e)  Payments  of  any  type  made  to  corporations ; 

(d)  Bills  paid  for  merchandise,  telegrams,  telephone,  freight, 
storage,  professional  services,  and  similar  charges; 

(e)  Payments  of  rent  made  to  real  estate  agents  (but  the  agent 
must  report  payments  to  the  landlord  if  the  amount  paid  during  the 
year  was  $1,500  or  more  to  a  single  person,  a  partnership,  or  a 
fiduciary,  or  $3,500  or  more  to  a  married  person) ; 

(/)  Payments  made  by  branches  of  business  houses  located  in 
foreign  countries  to  alien  employees  serving  in  foreign  countries ; 

(g)  Payments  made  by  the  United  States  Government  to  sailors 
and  soldiers  and  to  its  civilian  employees ; 

(h)  Salaries  and  profits  paid  or  distributed  by  a  partnership  to 
the  individual  partners;  and 

(i)  Payments  of  salaries,  rents,  royalties,  interest  (except  bond 
interest  required  to  be  reported  on  ownership  certificates),  and 
other  fixed  or  determinable  income  aggregating  less  than  $3,500 
made  to  a  married  individual. 

If  the  marital  status  of  the  payee  is  unlmown  to  the  payor,  or  if 
the  marital  status  of  the  payee  changed  during  the  taxable  year 
(see  article  295),  the  payee  will  be  considered  a  single  person  for 
the  purpose  of  filing  a  return  of  information  on  Form  1099. 

Art.  814.  Betam  of  information  as  to  interest  on  corporate  honds. — 
In  the  case  of  payments  of  interest,  regardless  of  amount,  upon 
bonds  and  similar  obligations  of  corporations,  the  ownership  certifi- 
cates, when  duly  filed,  shall  constitute  and  be  treated  as  returns  of 
information. 

Art.  815.  Betnni  of  information  as  to  payments  to  other  than  citizens 
or  residents. — In  the  case  of  payments  of  fixed  or  determinable  annual 
or  periodical  income  to  nonresident  aliens  (individual  or  fiduciary), 
to  nonresident  partnerships  composed  in  whole  or  in  part  of  non- 
resident aliens,  or  to  nonresident  foreign  corporations  (see  article 
1319),  the  returns  filed  by  withholding  agents  on  Form  1042  shall 
constitute  and  be  treated  as  returns  of  information.  (See  sections 
144  and  145  and  articles  761-770  and  781.) 

Art.  816.  Foreign  items.— The  term  "  foreign  item,"  as  used  in  these 
regulations,  means  any  item  of  interest  upon  the  bonds  of  a  foreign 
country  or  of  a  nonresident  foreign  corporation  not  having  a  fiscal  or 
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paying  agent  in  the  United  States,  or  any  item  of  dividends  upon  the 
stock  of  such  corporation. 

Aet.  817.1  Return  of  information  as  to  foreign  items.— In  the  case  of 
foreign  items,  an  information  return  on  Fonn  1099  is  required  to 
be  filed  by  the  bank  or  collecting  agent  accepting  the  items  for  col- 
lection, if  the  foreign  item  is  paid  to  a  citizen  or  resident  of  the 
United  States  (individual  or  fiduciary),  or  a  partnership  any  mem- 
ber of  which  is  a  citizen  or  resident,  and  if  the  amount  of  the  foreign 
items  paid  in  any  taxable  year  to  a  single  person,  a  partnership,  or 
a  fiduciary  is  $1,500  or  more,  or  to  a  married  person  is  $3,500  or 
more.    Such  forms  accompanied  by  Form  1096  should  be  forwarded 
to  the  Commissioner  of  Internal  Revenue,  Sorting  Section,  Wash- 
ington, D.  C,  on  or  before  March  15  of  each  year.     (See  article  811.) 
Art.  818.  Information  as  to  actual  owner. — When  the  person  re- 
ceiving a  payment  falling  within  the  provisions  of  the  Act   for 
information  at  the  source  is  not  the  actual  owner  of  the  income  re- 
ceived, the  name  and  address  of  the  actual  owner  shall  be  furnished 
upon  demand  of  the  individual,  corporation,  or  partnership  paying 
the  income,  and  in  default  of  a  compliance  with  such  demand  the 
payee  becomes  liable  to  the  penalties  provided.     (See  section  146.) 
Dividends  on  stock  are  prima  facie  the  income  of  the  record  owner 
of  the  stock.    Upon  receipt  of  dividends  by  a  record  owner,  he  should 
immediately  execute  Form  1087  to  disclose  the  name  and  address  of 
the  actual  owner.     Form  1087  should  be  filed  with  the  Commissioner 
of  Internal  Revenue,  Sorting  Section,  Washington,  D.  C.    Unless 
such  a  disclosure  is  made,  the  record  owner  will  be  held  liable  for  any 
tax  based  upon  such  dividends.     (See  article  831.) 

The  filing  of  Form  1087  is  not  required  (a)  where  stocks  ar© 
registered  in  the  name  of  a  nominee  for  a  fiduciary  required  to  file 
a  return  on  Form  1041  in  which  the  dividends  from  such  stocks  are 
reported,  and  (h)  where  they  are  owned  by  a  nonresident  alien  and 
are  registered  in  the  name  of  a  nominee  designated  by  a  bank  or  trust 
company  which  is  required  to  file  returns  of  income  for  such  non- 
resident alien. 

SEC.  149.  INFORMATION  BY  CORPORATIONS. 

(a)  Dividend  payments.— Every  coi-poration  subject  to  the  tax  im- 
posed by  this  title  shall,  when  required  by  the  Commissioner,  render 
a  correct  return,  duly  verified  under  oath,  of  its  payments  of  dividends, 
stating  the  name  and  address  of  each  shareholder,  the  number  of  shares 
owned  by  him,  and  the  amount  of  dividends  paid  to  him. 

(b)  Profits  of  taxable  year  declared  as  dividends.— There  shall  be 
included  in  the  return  or  appended  thereto  a  statement  of  such  facts  as 

^^  enable  the  Commissioner  to  determine  the  portion  of  the  earnings 
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or  profits  of  the  corporation  (including  gains,  profits  and  income  not 
taxed)  accnmnlated  during  the  taxable  year  for  which  the  return  is 
made,  which  have  been  distributed  or  ordered  to  be  distributed, 
respectively,  to  its  shareholders  during  such  year. 

(c)  Accunnilated  gains  and  profits.— When  requested  by  the  Commis- 
sioner, or  any  collector,  every  corporation  shall  forward  to  him  a 
correct  statement  of  accumulated  gains  and  profits  and  the  names  and 
addresses  of  the  Individuals  or  shareholders  who  would  be  entitled  to 
the  same  if  divided  or  distributed,  and  of  the  amounts  that  would  be 
payable  to  each. 

Aht.  831.1  Betnrn  df  infonnatioii  as  to  pajrmcnts  of  dividends.— 
When  directed  by  the  Commissioner,  either  specially  or  by  general 
regulation,  every  domestic  or  resident  foreign  corporation  and  every 
nonresident  foreign  corporation  (see  article  1319)  having  a  fiscal 
or  paying  agent  in  the  United  States  shall  render  retunis  on  Forms 
1096  and  1099  of  its  payments  of  dividends  and  distributions  to 
shareholders  for  such  period  as  may  be  specified,  stating  the  name 
and  address  of  each  shareholder,  the  number  and  class  of  shares 
owned  by  him,  the  date  and  amount  of  each  dividend  paid  him,  and 
when  the  surplus  out  of  which  it  was  paid  was  accumulated.  Eeturns 
of  information  (Forms  1096  and  1099)  should  be  forwarded  to 
the  Commissioner  of  Internal  Kevenue,  Sorting  Section,  Washing- 
ton, D.  C. 

SBC.  ISO.  RETURNS  OF  BROKERS. 

Every  person  doing  boskiefis  as  a  brolcer  shall,  when  required  by 
the  Commissioner,  render  a  correct  return  duly  verified  under  oath, 
under  such  rules  and  regulations  as  the  Conunissioner,  with  the  ap- 
proval of  the  Secretary,  may  prescribe,  showing  the  names  of  customers 
for  whom  such  person  has  transacted  any  business,  with  such  details 
as  to  the  profits,  losses,  or  other  information  whichi  the  Commissioner 
may  require,  as  to  each  of  such  customers,  as  wDl  enable  the  Com- 
missioner to  determine  whether  all  income  tax  due  on  profits  or  gains 
of  such  customers  has  been  paid. 

Art.  841.  Eeturn  of  information  by  brokers.— When  directed  by  the 
Commissioner,  either  specially  or  by  general  regulation,  every  person 
doing  business  as  a  broker  shall  render  a  return  on  Form  1100,  show- 
ing the  names  and  addresses  of  customers  to  whom  payments  were 
made  or  for  whom  business  was  transacted  during  the  calendar  year 
or  other  specified  period  next  preceding,  and  giving  the  other 
information  caUed  for  by  the  form. 

SEC.  ISl.  COLLECTION  OP  FOREIGN  ITEMS. 

All  persons  undertaking  as  a  matter  of  business  or  for  profit  the 
coUection  of  foreign  payments  of  interest  or  dividends  by  means  of 
coupons,  checks,  or  bills  of  exchange  shaU  obtain  a  license  from  the 
CSommlssioner  and  shall  be  subject  to  such  regulations  enabling  the 
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Government  to  obtain  the  information  required  under  this  title  as  the 
Commissioner,  with  the  approval  of  the  Secretary,  shall  prescribe ;  and 
Whoever  knowingly  undertakes  to  collect  such  payments  without 
having  obtained  a  license  therefor,  or  without  complying  with  sudi 
regulations,  shall  be  guilty  of  a  misdemeanor  and  shall  be  fined  not 
more  than  $5,000  or  imprisoned  for  not  more  than  one  year,  or  both. 

Art.  851.  license  to  collect  foreign  items. — Banks  or  agents  collect- 
ing foreign  items,  as  defined  in  article  816,  and  required  by  article 
817  to  make  returns  of  information  with  respect  thereto,  must  ob- 
tain a  license  from  the  Commissioner  to  engage  in  such  business. 
Application  Form  1017  for  such  license  may  be  procured  from  col- 
lectors. The  license  is  issued  without  cost  on  Form  1010.  Any 
person  holding  a  license  under  the  Revenue  Act  of  1926  or  any  prior 
Act  will  not  be  required  to  renew  such  license. 

SUPPLEMENT   E — ^ESTATES   AND  TEUST8 

SEC.  161.  IMPOSITION  OF  TAX. 

(a)  Application  of  tax.— The  taxes  imposed  by  this  title  upon  indi- 
viduals shall  apply  to  the  income  of  estates  or  of  any  kind  of  pr(^)erty 
held  in  trust,  including — 

(1)  Income  accumulated  in  trust  for  the  benefit  of  unborn  or  un- 
ascertained persons  or  persons  with  contingent  interests,  and 
income  accumulated  or  held  for  future  distribution  under  the  t^ms 
of  the  will  or  trust ; 

(2)  Income  which  is  to  be  distributed  currently  by  the  fiduciary 
to  the  beneficiaries,  and  income  collected  by  a  guardian  of  an 
infant  which  is  to  be  held  or  distributed  as  the  court  may  direct ; 

(3)  Income  received  by  estates  of  deceased  persons  during  the 
period  of  administration  or  settlement  of  the  estate;  and 

(4)  Income  which,  in  the  discretion  of  the  fiduciary,  may  be 
either  distributed  to  the  beneficiaries  or  accumulated. 

(b)  Computation  and  payment.— The  tax  shall  be  computed  upon  the 
net  income  of  the  estate  or  trust,  and  shall  be  paid  by  the  fiduciary, 
except  as  provided  in  section  166  (relating  to  revocable  trusts)  and 
section  167  (relating  to  income  for  benefit  of  the  grantor).  For  return 
made  by  beneficiary,  see  section  143. 

SEC.  162.  NET  INCOME. 

The  net  income  of  the  estate  or  trust  shall  be  computed  in  the 
same  manner  and  on  the  same  basis  as  in  the  ease  of  an  individual, 
except  that — 

(a)  There  shall  be  allowed  as  a  deduction  (in  lieu  of  the  deduction 
for  charitable,  etc.,  contributions  authorized  by  section  23  (n))  any 
part  of  the  gross  income,  without  limitation,  which  pursuant  to  the 
terms  of  the  will  or  deed  creating  the  trust,  is  during  the  taxable 
year  paid  or  permanently  set  aside  for  the  purposes  and  in  the 
manner  specified  in  section  23  (n),  or  is  to  be  used  exclusively  for 
religious,  charitable,  scientific,  literary,  or  educational  purposes,  or 
for  the  prevention  of  cruelty  to  children  or  animals,  or  for  the  estab- 
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Mshment  acquisition.  maintenaMe  or  operation  of  a  pnblic  cemetery 
not  ©parted  for  profit;  f"""*.  cemetery 

(b)  jniere  slmU  be  allowed  as  an  additional  deduction  In  comnutlne 
the  net  liKome  of  the  estate  or  trust  the  amount  of  the  incomer  he 

TtZ  TT  *"■  '*"  *^"''  ^'  '""'''  ''  t»  ^  distrlbutS"L^S 
by  the  fldaclary  to  the  beneficiaries,  and  the  amount  of  the  iZml 
collected  by  a  guardian  of  an  Infant  which  Is  to  be  held  or  df striS 
as  tte  court  may  direct,  but  the  amount  so  allowed  as  a  d^etion  shal 

d^strCe^tftr"''""""."'!  ~^  "^""^  »'  '""^  benefldaTsIefher 
distributed  to  them  or  not.    Any  amount  allowed  as  a  deduction  under 

aas  paragraph  shaH  not  be  allowed  as  a  deduction  under  subsTtfon 
(e)  of  this  section  in  the  same  or  any  succeeding  taxable  year 

flnwi'rK*^  !rf  "f  *°~'°*  '^'^^  "y  ««'ates  of  deceased' persons 
dunng  the  period  of  administration  or  settlement  of  the  estate  and 
to  the  case  of  in«,mB  which,  in  the  discretion  of  the  flduo  Iry  Zt 
be  rither  distributed  to  the  beneficiary  or  accumulated  there  sZn 
be  allowed  as  an  addiUomil  deduction  to  computing  the  net  incomrof 
Ite  t^It  ""■  "^  ,'?t''""'>"'t  ot  the  tocome  of  the  estate  or  t™"  for 
Its  taxable  year  which  is  properly  paid  or  credited  during  such  year 
to  any  legatee,  heir,  or  beneficiary,  but  the  amount  so  allow^  afa 
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♦J.^"  w^'  ^****»  "•»  tmsta—In  general,  the  income  of  a  trust  for 
toe  taxable  year  which  is  t«  be  distributed  to  the  beneficiaries  must 
be  returned  by  and  wiU  be  taxed  to  the  respective  beneficiaries,  but 
^VTT  l*!^'*  ""^'^  ^*^^  accumulated  or  held  for  fixture 
ttf  «S  T'  ''Y^'^^'^f^^S  ot  ordinary  income  or  gain  from 

STerfl  ^'^  "^  ^  ^"^'"^  *"  *••"  *™^'^-  The  exception  to  this 
^^Zt  '^T.^'':^  '"'P'l  *°  *^'  ^''^'"^  °*  ^  trust  revocable  by  the 
grantor,  and  the  income  of  a  trust  which  may  be  distributed  to  the 

W  and'^n  tTT'/^"*^""  °'  "°*  distributed,  must  be  returned 

lal^^slT  '™"'"  •*'  ^"^  *™^*-     <""  ^^"'^  ^«^ 

See  section  143  and  articles  741-746  with  reference  to  fiduciarv 
returns,  and  section  24  and  articles  281-284  with  reference  to  iteZ 
not  deductible.    (See  also  article  154.) 

«^'  ^^  .^u'"^  "'  computation  of  net  income  and  tax—The  Act 
frrr n  f  ^-^u  TP"i'^  "P*""  ^^^  °«*  '"«>°»«  «*  t»»e  estate  or 
S^  ,^5  ,«^  P.=  ''^  *^?  ^''"""'y'  ^^^^Pt  as  provided  in  sections 
W„r  Af  ^  ""^'^le  881.)  However,  in  computmg  the  net 
^rr  "*  *^,f  t«^  «»•  tf^t,  the  following  deductions  wiU  1^  allowed 
either  n  addition  to,  or  m  lieu  of  (as  the  case  may  be),  those  specified 
in  sections  23, 119, 213,  and  251  in  the  case  of  individuals : 
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(1)  If  the  terms  of  the  will  or  of  the  deed  creating  the  trust  direct 
that  any  part  of  the  gross  income  of  the  estate  or  trust  (a)  be  paid 
or  permanently  set  aside  for  charitable  or  other  purposes,  as  specified 
in  section  23  (n),  or  (h)  be  used  exclusively  for  religious,  charitable, 
scientific,  literary,  or  educational  purposes,  or  for  the  prevention 
of  cruelty  to  children  or  animals,  or  for  the  establishment,  acquisi- 
tion, maintenance,  or  operation  of  a  public  cemetery  not  operated 
for  profit,  such  gross  income  so  paid  or  set  aside  during  the  taxable 
year  shall  be  allowed  as  a  deduction  in  lieu  of  the  deduction  author- 
ized by  section  23  (n) . 

(2)  The  amount  of  the  income  of  the  estate  or  trust  for  its  taxable 
year  which  is  to  be  distributed  currently  by  the  fiduciary  to  the 
beneficiaries,  and  the  amount  of  the  income  collected  by  a  guardian 
of  an  infant  which  is  to  be  held  or  distributed  as  the  court  may 
direct,  shall  be  allowed  as  an  additional  deduction  in  computing 
the  net  income  of  the  estate  or  trust.  The  amount  so  allowed  as  a 
deduction  must  be  included  by  the  beneficiaries  in  computing  their 
net  income,  whether  distributed  to  them  or  not.  If  the  taxable  year 
of  the  beneficiary  differs  from  that  of  the  estate  or  trust,  the  amount 
which  he  is  required  to  include  in  computing  liis  net  income  shall 
be  based  upon  the  income  of  the  estate  or  trust  for  its  taxable  year 
ending  within  his  taxable  year.  The  amounts  which  are  allowed 
as  a  deduction  under  this  paragraph  shall  not  be  allowed  as  a  de- 
duction under  paragraph  (3)  of  tliis  article  in  any  taxable  year. 

(3)  Income  received  by  the  estate  of  a  deceased  person  during  the 
period  of  administration  or  settlement  of  the  estate,  and  income  of  a 
trust  which  may  in  the  discretion  of  the  fiduciary  be  either  dis- 
tributed to  the  beneficiary  or  accumulated,  is  allowable  as  an  addi- 
tional deduction  in  computing  the  net  income  of  the  estate  or  trust 
for  its  taxable  year  to  the  amount  thereof  properly  paid  or  credited 
during  such  year  to  any  legatee,  heir,  or  beneficiary.  Any  amount 
so  allowed  as  a  deduction  shall  be  included  by  a  legatee,  heir,  or 
beneficiary  in  computing  his  net  income. 

Akt.  863.  Decedent's  estate  dnring:  administration.— The  "  period  of 
administration  or  settlement  of  the  estate  "  is  the  period  required  by 
the  executor  or  administrator  to  perform  the  ordinary  duties  per- 
taining to  administration,  in  particular  the  collection  of  assets  and 
the  payment  of  debts  and  legacies.  It  is  the  time  actually  required 
for  this  purpose,  whether  longer  or  shorter  than  the  period  specified 
in  the  local  statute  for  the  settlement  of  estates.  Where  an  executor, 
who  is  also  named  as  trustee,  fails  to  obtain  his  discharge  as  executor^ 
the  period  of  administration  continues  up  to  the  time  when  the  duties 
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of  administration  are  complete  and  he  actually  assumes  his  duties  as 
trustee,  whether  pursuant  to  an  order  of  the  court  or  not.  No  tax- 
able income  is  realized  from  the  passage  of  property  to  the  executor 
or  administrator  on  the  death  of  the  decedent,  even  though  it  may 
have  appreciated  in  value  since  the  decedent  acquired  it.  But  see 
section  44  (d)  and  article  355.  In  the  event  of  delivery  of  property 
iii  kind  to  a  legatee  or  distributee,  no  income  is  realized.  Where, 
however,  the  executor  sells  property  of  the  estate  for  more  than  its 
value  at  the  death  of  the  decedent,  the  excess  is  income,  or  may  be 
capital  gain,  taxable  to  the  estate.  (See  article  596.)  An  allowance 
paid  a  widow  out  of  the  corpus  of  the  estate  is  not  deductible  from 
gross  income.  Where  real  estate  is  sold  by  the  devisee  or  heir  thereof, 
whether  before  or  after  settlement  of  the  estate,  he  is  taxable  indi- 
vidually on  any  profit  derived. 

Abt.  864.  Incidence  of  tax  on  estate  or  trust.— Liability  for  payment 
of  the  tax  attaches  to  the  person  of  an  executor  or  administrator  up 
to  and  after  his  discharge,  where  prior  to  distribution  and  discharge 
he  had  notice  of  his  tax  obligations  or  failed  to  exercise  due  diligence 
in  determining  whether  or  not  such  obligations  existed.  Liability  for 
the  tax  also  follows  the  estate  itself,  and  when  the  estate  has  been 
distributed,  the  heirs,  devisees,  legatees,  and  distributees*  may  be 
required  to  discharge  the  amount  of  the  tax  due  and  unpaid,  to  the 
extent  of  any  share  received.  (See  section  311  and  article  1231.) 
The  same  considerations  apply  to  other  trusts.  Where  the  tax  has 
been  paid  on  the  net  income  of  an  estate  or  trust  by  the  fiduciary,  the 
net  income  on  which  the  tax  is  paid  is  free  from  tax  when  distributed 
to  the  beneficiaries. 

SEC.  163.  CREDITS  AGAINST  NET  INCOME. 

(a)  Credits  of  estate  or  trust.— For  the  purpose  of  the  normal  tax 
the  estate  or  trust  shaU  be  allowed  the  same  personal  exemption  as  is 
allowed  to  a  single  person  under  section  25  (e),  and,  if  no  part  of  the 
income  of  the  estate  or  trust  is  included  in  computing  the  net  income  of 
any  legatee,  heir,  or  beneficiary,  then  in  addition  the  same  credits 
against  net  income  for  dividends  and  interest  as  are  allowed  by  section 
25  (a)  and  (b). 

(h)  Credits  of  beneficiary.— If  any  part  of  the  income  of  an  estate 
or  trust  is  included  in  computing  the  net  income  of  any  legatee,  heir,  or 
beneficiary,  such  legatee,  heir,  or  beneficiary  shall,  for  the  purpose  of 
the  normal  tax,  be  allowed  as  credits  against  net  income,  in  addition  to 
the  credits  allowed  to  him  under  section  25,  his  proportionate  share  of 
such  amounts  of  dividends  and  interest  specified  in  section  25  (a)  and 
(b)  as  are,  under  this  Supplement,  required  to  be  included  in  comput- 
ing his  net  income.  Any  remaining  portion  of  such  amounts  specified 
in  section  25  (a)  and  (b)  shall,  for  the  purpose  of  the  normal  tax. 
be  allowed  as  credits  to  the  estate  or  trust. 
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Art.  871.  Credits  to  estate,  trust,  or  beneficiary. — (a)  An  estate  or  a 
trust  is  allowed  the  same  credits  against  net  income  as  are  single 
persons,  including  a  personal  exemption  of  $1,500  but  no  credit  for 
dependents. 

(b)  If  no  part  of  the  income  of  the  estate  or  trust  is  included  in 
computing  the  ne^t  income  of  any  legatee,  heir,  or  beneficiary,  the 
estate  or  trust  shall  be  allowed  the  credits  provided  in  section  25 

(a)  and  (b),  in  respect  of  certain  dividends,  and  of  interest  upon 
certain  obligations  of  the  United  States. 

(c)  If  any  part  of  the  income  of  the  estate  or  trust  is  included 
in  computing  the  net  income  of  any  legatee,  heir,  or  beneficiary,  he  is 
allowed  for  the  purpose  of  the  normal  tax,  in  addition  to  his  in- 
dividual credits,  the  proportionate  share  of  such  dividends  specified 
in  section  25  (a)  and  article  291  and  of  such  interest  not  entirely 
exempt  from  tax  upon  obligations  of  the  United  States,  as  he  is 
required  to  include  in  computing  his  net  income.  Any  remaining 
portion  of  such  dividends  and  interest  will  be  allowed  as  a  credit  for 
the  purpose  of  the  normal  tax  to  the  estate  or  trust.  Where  the 
amount  of  the  dividends  and  interest  specified  in  section  25  (a)  and 

(b)  is  in  excess  of  the  net  income  of  the  estate  or  trust,  the  propor- 
tionate share  of  such  dividends  and  interest  which  each  beneficiary 
is  required  to  include  in  computing  his  net  income  and  for  which  he 
is  allowed  a  credit  for  normal  tax  purposes  is  an  amount  equal  to  his 
distributive  share  of  the  net  income  of  the  estate  or  trust.  Each 
beneficiary  is  entitled  to  but  one  personal  exemption,  no  matter  from 
how  many  trusts  he  may  receive  income.  (See  section  25  and  articles 
291-295.) 

SEC.  164.  DIFFERENT  TAXABLE  YEARS. 

If  the  taxable  year  of  a  beneficiary  is  different  from  that  of  the 
estate  or  trust,  the  amount  which  he  is  required,  under  section  162  (b), 
to  include  in  computing  his  net  income,  shall  be  based  upon  the  in- 
come of  the  estate  or  trust  for  any  taxable  year  of  the  estate  or  trust 
ending  within  his  taxable  year. 

SEC.  165.  EMPLOYEES'  TRUSTS. 

A  trust  created  by  an  employer  as  a  part  of  a  stock  bonus,  pension, 
or  profit-sharing  plan  for  the  exclusive  benefit  of  some  or  all  of  hia 
employees,  to  which  contributions  are  made  by  such  employer,  or  em- 
ployees, or  both,  for  the  purpose  of  distributing  to  such  employees  the 
earnings  and  principal  of  the  fund  accumulated  by  the  trust  in  accord- 
ance with  such  plan,  shall  not  be  taxable  under  section  161,  but  the 
amount  contributed  to  such  fund  by  the  employer  and  all  earnings  of 
such  fund  shall  be  taxed  to  the  distributee  in  the  year  in  which  dis- 
tributed or  made  available  to  him.  Such  distributees  shaU  for  the 
purpose  of  the  normal  tax  be  allowed  as  credits  against  net  income  such 
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part  of  the  amount  so  clistribtited  or  made  available  as  represents  the 
items  of  dividends  and  interest  specified  in  section  25  (a)  and  (b). 


SEC.  166.  REVOCABLE  TRUSTS. 

Where  the  grantor  of  a  trust  has,  at  any  time  during  the  taxable 
year,  either  alone  or  in  conjunction  with  any  person  not  a  beneficiary 
of  the  trast,  the  power  to  revest  in  himself  title  to  any  part  of  the 
corpus  of  the  trust,  then  the  income  of  such  part  of  the  trust  for  such 
taxable  year  shall  be  included  in  computing  the  net  income  of  the 
grantor. 

SEC.  167.  INCOME  FOR  BENEFIT  OF  GRANTOR. 

miere  any  part  of  the  Income  of  a  trust  may,  in  the  discretion  of  the 
grantor  of  the  trust,  either  alone  or  in  conjunction  with  any  person 
not  a  beneficiary  of  the  trust,  be  distributed  to  the  grantor  or  be  held 
or  accumulated  for  future  distribution  to  him,  or  where  any  part  of 
the  income  of  a  trust  is  or  may  be  applied  to  the  payment  of  premiums 
upon  policies  of  insurance  on  the  life  of  the  grantor  (except  policies  of 
insurance  irrevocably  payable  for  the  purposes  and  in  the  manner  speci- 
fied in  section  23  (n),  relating  to  the  so-called  "charitable  contribu- 
tion" deduction),  such  part  of  the  income  of  the  trust  shall  be  included 
In  computing  the  net  income  of  the  grantor. 

Art.  881.  Income  of  trusts  taxable  to  gprantor.— In  the  case  of  certain 
trusts  which  are  in  whde  or  in  part  subject  to  revocation  by  the 
grantor,  or  which  are  for  the  benefit  of  the  grantor,  the  income  of 
the  trust  is  to  be  included  in  computing  the  net  income  of  the  grantor. 
The  income  of  such  trusts  must  be  so  included,  whether  or  not  the 
trust  was  created  before  the  enactment  of  the  Revenue  Act  of  1928. 
The  cases  in  which  the  income  of  the  trust  is  to  be  included,  in  whole 
or  in  part,  in  computing  the  net  income  of  the  grantor  are  as  follows : 

(1)  Wliere  the  grantor  of  the  trust  has,  at  any  time  during  the 
taxable  year,  either  alone  or  in  conjunction  with  a  person  not  a 
beneficiary  of  the  trust,  the  power  to  revest  in  himself  title  to  any 
part  of  the  corpus  of  the  trust,  the  income  of  such  part  of  the  trust 
for  that  taxable  year  shall  be  included  in  computing  the  net  income 
of  the  grantor.  The  grantor  shall  include  in  his  income  the  entire 
gross  income  of  such  part  of  the  trust,  and  shall  be  entitled  to  such 
deductions  with  reference  to  such  income  as  he  would  have  been  en- 
titled to  if  the  trust  had  not  been  created.  Where  the  grantor  re- 
linquishes during  the  taxable  year  his  power  to  revest  in  himself 
title  to  the  corpus  of  the  trust,  the  income  of  the  trust  shall  be  taxable 
to  the  grantor  only  for  the  period  during  which  he  had  such  power. 

(2)  Where  any  part  of  the  income  of  the  trust  may,  in  the  discre- 
tion of  the  grantor  of  the  trust,  either  alone  or  in  conjunction  with 
any  person  not  a  beneficiary  of  the  trust,  be  distributed  to  the  grantor 
or  be  held  or  accumulated  for  future  distribution  to  him ;  and 
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(3)  Where  any  part  of  the  income  of  the  trust  is  or  may  be  ap- 
plied to  the  payment  of  premiums  upon  policies  of  insurance  on  the 
life  of  the  grantor,  other  than  policies  irrevocably  payable  for  the 
purposes  and  in  the  manner  specified  in  section  23  (n),  such  part  of 
the  income  of  the  trust  shall  be  included  in  computing  the  net  income 
of  the  grantor. 

The  term  "  beneficiary  "  as  used  in  this  article  includes  any  person 
entitled  to  an  interest  in  the  income  or  the  principal  of  a  trust,  but 
does  not  include  one  having  merely  a  nominal  interest  in  the  income 
or  principal. 

SEC.  168.  CAPITAL  NET  GAINS  AND  LOSSES. 

In  the  case  of  an  estate  or  trust,  or  of  a  beneficiary  of  an  estate  or 
trust,  the  proper  part  of  each  share  of  the  net  income  which  con- 
sists, respectively,  of  ordinary  net  income,  capital  net  gain,  or  capital 
net  loss,  shall  be  determined  under  rules  and  regulations  to  be  pre- 
scribed by  the  Commissioner  with  the  approval  of  the  Secretary,  and 
shall  be  separately  shown  in  the  return  of  the  estate  or  trust,  and 
shaU  be  taxed  to  the  beneficiary  or  to  the  estate  or  trust  as  provided 
in  this  Supplement,  but  at  the  rates  and  in  the  manner  provided  in 
section  101  (a)  and  (b),  relating  to  capital  net  gains  and  losses. 

Art.  891.  Capital  net  gains  and  losses  in  the  case  of  estates  and 
trusts. — Estates  or  trusts,  or  the  beneficiaries  thereof,  may  elect  to  be 
taxed  as  provided  in  section  101  with  respect  to  any  capital  net 
gain.  Where  the  net  income  of  an  estate  or  trust  consists  in  whole 
or  in  part  of  capital  net  gain,  there  shall  be  attached  to  the  return 
(upon  the  request  of  any  beneficiary,  or  without  such  request,  at  the 
election  of  the  fiduciary  of  an  estate)  a  statement  showing — 

(1)  All  items  of  capital  gain,  capital  loss,  and  capital  deductions, 
as  provided  in  article  502,  and 

(2)  The  names  of  the  beneficiaries  and  the  amounts  of  their 
respective  shares  in  such  capital  net  gain  or  capital  net  loss. 

SEC.  169.  NET  LOSSES. 

The  benefit  of  the  special  deduction  for  net  losses  allowed  by  section 
117  shall  be  allowed  to  an  estate  or  trust  under  regulations  prescribed 
by  the  Commissioner  with  the  approval  of  the  Secretary. 

SEC.  170.  TAXES   OF  FOREIGN  COUNTRIES  AND  POSSESSIONS 
OF  UNITED  STATES. 

The  amount  of  Income,  war-profits,  and  excess-profits  taxes  imposed 
by  foreign  countries  or  possessions  of  the  United  States  shall  be 
aUowed  as  credit  against  the  tax  of  the  beneficiary  of  an  estate  or 
trust  to  the  extent  provided  in  section  131. 
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SEC.  181.  PARTNERSHIP  NOT  TAXABLK 

Individuals  carrying  on  business  in  partnership  shall  be  liable  for 
income  tax  only  in  their  individual  capacity. 

Art.  891  §  181 
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SEC.  182.  TAX  OF  PARTNERS. 

(a>  Oeneral  rule.— There  shall  be  included  in  computing  the  net  in- 
come of  each  partner  his  distributive  share,  whether  distributed  or  not, 
of  the  net  income  of  the  partnership  for  the  taxable  year.  If  the  tax- 
able year  of  a  partner  is  different  from  that  of  the  partnership,  the 
amount  so  included  shall  be  based  upon  the  income  of  the  partnership 
lor  any  taxable  year  of  the  partnership  ending  within  his  taxable  year. 

(b)  Partnership  year  embracing  calendar  years  with  different  laws.— 
If  a  fiscal  year  of  a  partnership  begins  in  one  calendar  year  and  ends 
in  another  calendar  year,  and  the  law  applicable  to  the  second  calendar 
year  is  different  from  the  law  applicable  to  the  first  calendar  year,  then 

(1)  the  rates  for  the  calendar  year  during  which  such  fiscal 
year  begins  shall  apply  to  an  amount  of  each  partner's  share  of 
such  partnership  net  income  (determined  under  the  law  applicable 
to  such  calendar  year)  equal  to  the  proportion  which  the  part  of 
such  fiscal  year  falling  within  such  calendar  year  bears  to  the 
full  fiscal  year,  and 

(2)  the  rates  for  the  calendar  year  during  which  such  fiscal 
year  ends  shall  apply  to  an  amount  of  each  partner's  share  of 
such  partnership  net  income  (determined  under  the  law  appli- 
cable to  such  calendar  year)  equal  to  the  proportion  which  the 
part  of  such  fiscal  year  falling  within  such  calendar  year  bears 
to  the  full  fiscal  year. 

In  such  cases  the  part  of  such  income  subject  to  the  rates  in  effect  for 
the  most  recent  calendar  year  shall  be  added  to  the  other  income  of  the 
taxpayer  subject  to  such  rates  and  the  resulting  amount  shall  be  placed 
in  the  lower  brackets  of  the  rate  schedule  applicable  to  such  year, 
and  the  part  of  such  income  subject  to  the  rates  in  effect  for  the  next 
preceding  calendar  year  shall  be  placed  in  the  next  higher  brackets  of 
the  rate  schedule  applicable  to  such  year. 

SEC.  183.  COMPUTATION  OF  PARTNERSHIP  INCOME. 

The  net  income  of  th©  ijartnership  shall  be  computed  in  the  same 
manner  and  on  the  same  basis  as  in  the  case  of  an  individual,  except 
that  the  so-called  "charitable  contribution"  deduction  provided  in 
section  23  (n>  shall  not  be  allowed. 

Abt.  901.  Partnersliips. — ^Partnerships  as  such  are  not  subject  to 
taxation  under  the  Act,  but  are  required  to  make  returns  of  income. 
(See  section  189  and  articles  941  and  942.)  Individuals  carrying 
on  business  in  partnership  are,  however,  taxable  upon  their  dis- 
tributive shares  of  the  net  income  of  such  partnership,  whether 
distributed  or  not,  and  are  required  to  include  such  distributive 
shares  in  their  returns.  The  net  income  of  the  partnership  shall  be 
computed  in  the  same  manner  and  on  the  same  basis  as  the  net 
income  of  an  individual,  except  that  the  deduction  of  contributions 
or  gifts  is  not  permitted,  as  these  are  allowable  deductions,  subject 
to  the  limitations  provided  by  section  23  (n),  to  the  respective  part- 
ners in  their  individual  returns.     (See  sections  22-24  and  41-47  and 
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the  articles  thereunder.)    In  the  case  of  a  partnership  closely  related 
to  other  trades  or  businesses,  see  section  45. 

Art.  902.  Distributive  shares  of  partners.— -The  distributive  share 
of  the  net  income  of  the  partnership  which  a  partner  is  required  to 
include  in  his  return  is  his  proportionate  share  of  the  net  income  of 
the  partnership,  either — 

(a)  For  the  taxable  year  upon  the  basis  of  which  the  partner's 
net  income  is  computed,  or 

(b)  If  the  partner's  net  income  is  computed  upon  the  basis  of  a 
taxable  year  different  from  that  upon  the  basis  of  which  the  net 
income  of  the  partnership  is  computed,  for  the  taxable  year  of  the 
partnership  ending  within  the  taxable  year  upon  the  basis  of  which 
the  partner's  net  income  is  computed. 

Amounts  earned  and  distributed  to  a  partner  by  a  partnership 
after  the  end  of  its  taxable  year  and  before  the  end  of  his  corre- 
sponding taxable  year  should  be  accounted  for  both  by  the  partner- 
ship and  by  the  partner  in  their  returns  for  their  next  succeeding 
taxable  years.  Where  the  result  of  partnership  operation  is  a  net 
loss,  the  loss  will  be  divisible  by  the  partners  in  the  same  proportion 
as  net  income  would  have  been  divisible  (or,  if  the  partnership 
agreement  provides  for  the  division  of  a  loss  in  a  manner  different 
from  the  division  of  a  gain,  in  the  manner  so  provided),  and  may 
be  taken  by  the  individual  partners  in  their  returns  of  income. 

Art.  903.  Taxation  of  partners  in  partnership  with  fiscal  year  ending 
in  1928.— If  the  fiscal  year  of  a  partnership  began  in  the  calendar 
year  1927  and  ended  in  the  calendar  year  1928,  the  method  of  com- 
puting the  taxes  of  the  partners  is  as  follows : 

(a)  The  amount  of  each  partner's  distributive  share  of  the  net  in- 
come of  the  partnership  for  such  fiscal  year  attributable  to  the 
calendar  year  1927  is  found  by  determining  the  net  income  of  the 
partnership  for  its  entire  fiscal  year  in  accordance  with  the  law  appli^ 
cable  to  the  calendar  year  1927  (Title  II  of  the  Eevenue  Act  of 
1926)  and  the  distributive  share  thereof  of  each  partner,  and  then 
taking  such  proportion  of  that  distributive  share  as  the  part  of  the 
taxable  period  falling  within  the  calendar  year  1927  bears  to  the 
entire  taxable  period. 

(b)  The  amount  of  each  partner's  distributive  share  of  the  net 
income  of  the  partnership  for  such  fiscal  year  attributable  to  the 
calendar  year  1928  is  found  by  determining  the  net  income  of  the 
partnership  for  its  entire  fiscal  year  in  accordance  with  the  law 
applicable  to  the  calendar  year  1928  and  the  distributive  share 
thereof  of  each  partner,  and  then  taking  such  proportion  of  that 
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distributive  share  as  the  part  of  the  taxable  period  falling  within  the 
calendar  year  1928  bears  to  the  entire  taxable  period. 

The  tax  upon  the  amount  of  each  partner's  distributive  share  at- 
tributable to  the  calendar  year  1927  shall  be  determined  at  the  rates 
applicable  to  that  year  under  the  Revenue  Act  of  1926,  and  the  tax 
upon  such  share  attributable  to  tlie  calendar  year  1928  shall  be  deter- 
mined at  the  rates  prescribed  in  the  Revenue  Act  of  1928.  The 
distributive  share  of  the  partner  which  is  subject  to  the  rates  in 
effect  for  1928  shall  be  added  to  the  partner's  other  income  which  is 
subject  to  such  rates,  and  the  resulting  amount  shall  be  placed  in  the 
lower  brackets  of  the  rate  schedule  applicable  to  1928.  The  dis- 
tributive share  of  the  partner  subject  to  the  rates  in  effect  in  1927 
shall  be  placed  in  the  next  higher  brackets  of  the  rate  schedule 
applicable  to  1927. 

SEC.  184.  CREDITS  AGAINST  NET  INCOME. 

The  partHer  shaU,  far  the  purpose  of  the  normal  tax,  be  allowed  as 
a  credit  against  his  net  income,  in  addition  to  the  credits  allowed  to 
him  under  section  25,  his  proportionate  share  of  such  amounts  of  divi- 
dends and  interest  specified  in  section  25  (a)  and  (b)  as  are  received 
by  the  partnership. 

Art.  911.  Credits  allowed  partners.— In  addition  to  the  credits  ordi- 
narily allowed  to  an  individual,  a  partner  is  entitled  to  a  credit 
against  net  income  for  the  purpose  of  the  normal  tax  only  of  a  pro- 
portionate share  of  such  dividends  specified  in  section  25  (a)  and 
article  291  and  of  such  interest  not  entirely  exempt  from  tax  upon 
obligations  of  the  United  States  as  are  received  by  the  partnership. 
There  shall  be  included  in  the  return  of  the  partnership  a  statement 
of  the  amounts  of  such  dividends  and  interest  and  the  proportionate 
share  thereof  of  each  partner. 

SBC.  185.  EARNED  INCOME. 

In  the  case  of  the  members  of  a  partnership  the  proper  part  of  each 
share  of  the  net  income  which  consists  of  earned  income  shall  be  deter- 
mined under  rules  and  regulations  to  be  prescribed  by  the  Commis- 
sioner with  the  approval  of  the  Secretary  and  shall  be  separately 
shown  in  the  return  of  the  partnership  and  shall  be  taxed  to  the 
member  as  provided  In  this  Supplement. 

Abt.  921.  Earned  income  credit  of  partners. — The  earned  income  credit 
will  be  allowed  to  the  members  of  a  partnership  with  respect  to  the 
share  of  the  net  income  belonging  to  each  which  consists  of  earned 
income,  subject  however  to  the  limitation  provided  by  section  31  (b). 
There  must  be  included  in  the  return  of  the  partnership  a  statement 
showings 
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(1)  The  amount  of  earned  income  as  defined  in  section  31  and 
article  312,  and 

(2)  The  names  of  the  members  and  the  amounts  of  their  respective 
shares  of  earned  income.     (See  article  942.) 

SEC.  186.  CAPITAL  NET  GAINS  AND  LOSSES. 

In  the  case  of  the  members  of  a  partnership  the  proper  part  ot 
each  share  of  the  net  income  which  consists,  respectively,  of  ordinary 
net  income,  capital  net  gain,  or  capital  net  loss,  shall  be  determined 
under  rules  and  regulations  to  be  prescribed  by  the  Commissioner 
with  the  approval  of  the  Secretary^  and  shaU  be  separately  shown 
in  the  return  of  the  partnership  and  shaU  be  taxed  to  the  member  as 
provided  in  this  Supplement,  but  at  the  rates  and  in  the  manner  pw>- 
vided  in  section  101  (a)  and  (b),  relating  to  capital  net  gains  and 
losses. 

Art.  931.  Capital  net  gains  and  losses  in  the  case  of  partnerships.— 
Members  of  a  partnership  may,  with  respect  to  any  capital  net  gain, 
elect  to  be  taxed  as  provided  in  section  101  (a).  Where  the  net 
income  of  a  partnership  consists  in  whole  or  in  part  of  capital  net 
gain,  there  shall  be  attached  to  the  return  (upon  the  request  of  any 
member)  a  statement  showing — 

(1)  All  items  of  capital  gain,  capital  loss,  and  capital  deductions, 
as  provided  in  article  502,  and 

(2)  The  names  of  the  members  and  the  amounts  of  their  respective 
shares  in  such  capital  net  gain  or  capital  net  loss. 

SEC.  187.  NET  LOSSES. 

The  benefit  of  the  special  deduction  for  net  losses  allowed  by  sec- 
tion 117  shall  be  allowed  to  the  members  of  a  partnership  under 
regulations  prescribed  by  the  Commissioner  with  the  approval  of  the 
Secretary. 

SEC.   188.  TAXES   OF  FOREIGN  COUNTRIES  AND  POSSESSIONS 
OF  UNITED  STATES. 

The  amount  of  income,  war-profits,  and  excess-profits  taxes  imposed 
by  foreign  countries  or  possessions  of  the  United  States  shall  be 
allowed  as  a  credit  against  the  tax  of  the  member  of  a  partnership  to 
the  extent  provided  in  section  131. 


SEC.  189.  PARTNERSHIP  RETURNS. 

Every  partnership  shall  make  a  return  for  each  taxable  year,  stating 
specifically  the  items  of  its  gross  income  and  the  deductions  aUowed  by 
this  title,  and  shall  include  in  the  return  the  names  and  addresses  of 
the  individuals  who  would  be  entitled  to  share  in  the  net  income  if 
distributed  and  the  amount  of  the  distributive  share  of  each  IndividuaL 
The  return  shall  be  sworn  to  by  any  one  of  the  partners. 
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Akt.  941.  ItrtnewMp  letunw.— Every  partnership  must  make  a 
return  of  income,  regardless  of  the  amount  of  its  net  income.  The 
return  shall  be  on  Fonn  1065  and  shall  be  sworn  to  by  one  of  the 
partners.  Such  return  shall  be  made  for  the  taxable  year  of  the 
partnership,  that  is,  for  its  annual  accounting  period  (fiscal  year  or 
calendar  year,  as  the  case  may  be),  irrespective  of  the  taxable  years 
of  the  partners.  (See  sections  182  and  183  and  articles  901-903.)  If 
the  partnership  makes  any  change  in  its  accounting  period,  it  shall 
make  its  return  in  accordance  with  the  provisions  of  section  47  and 
article  371.     (See  also  article  744.) 

Abt.  942.  Contents  of  partncrsMp  letnni.— The  return  of  a  partner- 
ship shall  state  specifically — 

(a)  The  items  of  its  gross  income  enumerated  in  section  22; 

(5)  The  deductions  enumerated  in  sections  23  and  213,  other  than 
the  deduction  provided  in  sections  23  (n)  and  213  (c) ; 

(e)  The  amounts  specified  in  section  25  (a)  and  (b)  received  by 
the  partnership ; 

(d)  The  amount  of  any  income,  war-profits,  and  excess-profits 
taxes  of  the  partnership  paid  during  the  taxable  year  to  a  foreign 
country  or  to  any  possession  of  the  United  States,  and  the  amount  of 
any  such  taxes  accrued  but  not  paid  during  the  taxable  year; 

(e)  The  names  and  addresses  of  the  individuals  who  would  be 
entitled  to  share  in  the  net  income  of  the  partnership  if  distributed; 

(/)  The  amount  of  the  distributive  share  of  such  net  income  of 
each  such  individual; 

(^)  The  part  of  such  share  of  the  net  income  which  consists  of 
earned  income;  and 

(A)  Such  other  facts  as  are  required  by  Form  1065. 

BUPPLEMKNT  G — ^INSimANClD  COMPANIES 

SEC.  201.  TAX  ON  LIFE  INSURANCE  COMPANIES. 

(a)  Deflnition.— When  used  in  this  title  the  term  "  life  insurance  com- 
pany "  means  an  insurance  company  engaged  in  the  business  of  issuing 
life  insurance  and  annuity  contracts  (including  contracts  of  combined 
life,  health,  and  accident  insurance),  the  reserve  funds  of  which  held 
for  the  fulfillment  of  such  contracts  comprise  more  than  50  per  centum 
of  its  total  reserve  funds. 

(b)  Rate  of  tax.~In  lieu  of  the  tax  Imposed  by  section  13,  there  shaU 
be  levied,  coUected,  and  paid  for  each  taxable  year  upon  the  net  income 
of  every  life  insurance  company  a  tax  as  follows : 

(1)  In  the  case  of  a  domestic  life  insurance  company,  12  per 
centum  of  its  net  income; 

(2)  In  the  case  of  a  foreign  life  insurance  company,  12  per 
centum  of  its  net  income  from  sources  within  the  United  States. 
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Art.  951.  Life  insurance  companies. — ^Life  insurance  companies,  as 
defined  in  section  201  (a),  are  subject  to  the  tax  imposed  by  section 
201  (b),  in  lieu  of  the  tax  imposed  by  section  13.  The  rate  for  1928 
and  for  subsequent  years  is  12  per  cent,  and  the  net  income  upon 
which  the  tax  is  imposed  differs  from  the  net  income  of  other  corpo- 
rations. Insurance  companies  are  entitled  to  the  benefit  of  section 
117  (net  losses)  but  not  of  section  101  (capital  gains  and  losses). 
All  provisions  of  the  Act  and  of  these  regulations  not  inconsistent 
with  the  specific  provisions  of  sections  201-203  are  applicable  to  the 
assessment  and  collection  of  this  tax,  and  life  insurance  companies 
are  subject  to  the  same  penalties  as  are  provided  in  the  case  of 
returns  and  payment  of  income  tax  by  other  corporations.  In  de- 
termining whether  an  insurance  company  is  a  "  life  insurance  com- 
pany "  as  defined  in  section  201,  no  reserve  shall  be  regarded  as  held 
for  the  fulfillment  of  life  insurance  and  annuity  contracts  unless  the 
company  is  entitled  to  a  deduction  from  gross  income  on  account 
thereof  under  the  provisions  of  section  203  (a)  (2)  and  article  971. 
As  to  foreign  companies,  see  section  203  (c)  and  article  977. 

SEC.  202.  GROSS  INCOME  OF  LIFE  INSURANCE  COMPANIES. 

(a)  In  the  case  of  a  life  insurance  company  the  term  "gross  in- 
come "  means  the  gross  amount  of  income  received  during  the  taxable 
year  from  interest,  dividends,  and  rents. 

(b)  The  term  "reserve  funds  required  by  law"  includes,  in  the  case 
of  assessment  insurance,  sums  actually  deposited  by  any  company  or 
association  with  State  or  Territorial  officers  pursuant  to  law  as  guar- 
anty or  reserve  funds,  and  any  funds  maintained  under  the  charter 
or  articles  of  incorporation  of  the  company  or  association  exclusively 
for  the  payment  of  claims  arising  under  certificates  of  membership 
or  policies  Issued  upon  the  assessment  plan  and  not  subject  to  any 
other  use. 

Aet.  961.  Gross  income  of  life  insurance  companies. — Gross  income  in 
the  case  of  life  insurance  companies  means  the  gross  amount  of 
income  received  from  interest,  dividends,  and  rents,  and  comprises 
items  25-34  of  the  income  page  of  the  annual  statement  for  life  insur- 
ance companies  (edition  of  1920)  adopted  by  the  National  Convention 
of  Insurance  Commissioners  and  items  23-30  of  the  income  page  of 
the  annual  statement  for  miscellaneous  stock  companies  if  any  other 
branches  of  the  insurance  business  are  conducted  by  the  company; 
except  that  the  rental  value  of  the  space  occupied  by  the  company 
in  its  own  building  or  buildings  if  included  in  gross  income  shall  be 
determined  according  to  the  provisions  of  section  203  (b)  and 
article  976.    As  to  "reserve  funds  required  by  law,"  see  article  971. 
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SEC.  203.  NET  INCOME  OF  LIFE  INSURANCE  COMPANIES. 

(a)  General  rule.-In  the  case  of  a  life  insurance  company  the  term 
net  income "  means  the  gross  income  less— 

(1)  Tax-free  inteeest.— The  amount  of  interest  received  dur- 
ing the  taxable  year  which  under  section  22  (b)  is  exempt  from 
taxation  under  this  title; 

(2 )  Reseevb  FUNDS.-An  amount  equal  to  the  excess,  if  any.  over 
the  deduction  specified  in  paragraph  (1)  of  this  subsection,  of  4 

held  at  the  beginnmg  and  end  of  the  taxable  year,  plus  (in  case  of 
life  insurance  companies  issuing  policies  covering  life,  health  and 
accident  insurance  combined  in  one  policy  issued  on  the  wUklv 
premium  payment  plan,  continuing  for  life  and  not  subject  to 
cancellation)  4  per  centum  of  the  mean  of  such  reserve  funds  (not 
required  by  law)  held  at  the  beginning  and  end  of  the  taxable 
year,  as  the  Commissioner  finds  to  be  necessary  for  the  protec- 
tion of  the  holders  of  such  policies  only ; 

(3)  Dhtdends.— The  amount  received  *as  dividends  (A)  from  a 
domestic  corporation  other  than  a  corporation  entitied  to  the  bene- 
ms  of  section  251,  and  other  than  a  corporation  organized  under  the 
China  Trade  Act,  1922,  or  (B)  from  any  foreign  corporation  when 
it  IS  shown  to  the  satisfaction  of  the  Commissioner  that  more  than 
50  per  centum  of  the  gross  Income  of  such  foreign  corporation  for 
the  three-year  period  ending  with  the  close  of  its  taxable  year 
precedmg  the  declaration  of  such  dividends  (or  for  such  part  of 
such  i^nod  as  the  foreign  corporation  has  been  in  existence)  was 

.I'^iTiir """' ""'''" '''  '''^''  ^"^'^^  ^^  ^''^"^'^  -^- 

(4)  Resebve  for  dividends.— An  amount  equal  to  2  per  centum 

fiTifT  ^.''^  ^^  '^^  ^^^  *^^  '^^  ^^^^^'^^  y^ar  as  a  reserve 
for  dividends  (other  than  dividends  payable  during  the  year  fol- 
lowing  the  taxable  year)  the  payment  of  which  is  deferred  for  a 

Tnl^ctT  "^"^  ^'''  ^^''''  ^^^  ^^"'  ^'*'"'  ^^^^  ^^*^  ^^  ^^^  p*>ii*^y 

(5)  Investment  EXPENSEs.-Investment  expenses  paid  during 
^1  ?  J^*''  Prot^iifed,  That  if  any  general  expenses  are  in 
part  assigned  to  or  included  in  the  investment  expenses,  the  total 
deduction  under  this  paragraph  shall  not  exceed  one-fourth  of 

held  at  the  beginnmg  and  end  of  the  taxable  year ; 

dnlfl^r''.  ^''k,'^  ixPENSE8.-Taxes  and  other  expenses  paid 
during  the  taxable  year  exclusively  upon  or  with  respect  to  the 

^LTT  ^"Z^^y  ^^"^  '^'"^°^'  '^^^  incluaing  taxes  assessed 
against  local  benefits  of  a  kind  tending  to  increase  the  value  of 
the  property  assessed,  and  not  including  any  amount  paid  out  for 
new  buildings,  or  for  permanent  improvements  or  betterments 
made  to  increase  the  value  of  any  property.    The  deduction  allowed 

^Ln  1"  r"T?f  '^''"  ^  *^"**^*^  '"^  ^^^  ^^««  «^  ta^es  imposed 

wZh  „  ''^^  K^'  f  ""  "^""^^^  '^^^  ^*«  ^"*«^«t  ««  shareholder, 
Which  are  paid  by  the  company  without  reimbursement  from  the 
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shareholder,  but  in  such  cases  no  deduction  shall  be  allowed  the 
shareholder  for  the  amount  of  such  taxes; 

(7)  Depreciation.— A  reasonable  allowance  for  the  exhaustion, 
wear  and  tear  of  pr(^?erty,  including  a  reasonable  allowance  for 
obsolescence ; 

(8)  Interest.— All  interest  paid  or  accrued  within  the  taxable 
year  on  its  indebtedness,  except  on  indebtedness  incurred  or 
continued  to  purchase  or  carry  obligations  or  securities  (other 
than  obligations  of  the  United  States  issued  after  September  24, 
1917,  and  originally  subscribed  for  by  the  taxpayer)  the  interest 
upon  which  is  wholly  exempt  from  taxation  under  this  title;  and 

(9)  Specific  exemption. — In  the  case  of  a  domestic  life  insur- 
ance company,  the  net  income  of  which  (computed  without  the 
benefit  of  this  paragraph)  is  $25,000  or  less,  the  sum  of  $3,000; 
but  if  the  net  income  is  more  than  $25,000  the  tax  imposed  by 
section  201  shall  not  exceed  the  tax  which  would  be  payable  if 
the  $3,000  credit  were  allowed,  plus  the  amount  of  the  net  income 
in  excess  of  $25,000. 

(b)  Rental  value  of  real  estate.— No  deduction  shall  be  made  under 
subsection  (a)  (6)  and  (7)  of  this  section  on  account  of  any  real 
estate  owned  and  occupied  in  whole  or  in  part  by  a  life  insurance 
company  unless  there  is  included  in  the  return  of  gross  income  the 
rental  value  of  the  space  so  occupied.  Such  rental  value  shall  be  not 
less  than  a  sum  which  in  addition  to  any  rents  received  from  other 
tenants  shall  provide  a  net  income  (after  deducting  taxes,  depreciation, 
and  all  other  expenses)  at  the  rate  of  4  per  centum  per  annum  of  the 
book  value  at  the  end  of  the  taxable  year  of  the  real  estate  so  owned 
or  occupied. 

(c)  Foreign  life  insurance  companies. — In  the  case  of  a  foreign  life 
insurance  company  the  amount  of  its  net  income  for  any  taxable  year 
from  sources  within  the  United  States  shall  be  the  same  proportion  of 
its  net  income  for  the  taxable  year  from  sources  within  and  without 
the  United  States,  which  the  reserve  funds  required  by  law  and  held 
by  it  at  the  end  of  the  taxable  year  upon  business  transacted  within 
the  United  States  is  of  the  reserve  funds  held  by  it  at  the  end  of  the 
taxable  year  upon  all  business  transacted. 

Art.  971.  Tax-exempt  interest  and  reserve  fnnds. — ^Under  paragraphs 
(1)  and  (2)  of  section  203  (a),  life  insurance  companies  are  entitled 
to  deduct  from  gross  income: 

(1)  Interest  which  is  exempted  in  the  case  of  other  taxpayers 
by  section  22  (b)  (4)  and  articles  84^8;  and 

(2)  Four  per  cent  of  the  mean  of  the  reserve  funds  held  at  the 
beginning  and  end  of  the  taxable  year,  without  any  abatement  on 
account  of  tax-exempt  interest.  (See  decision  of  United  States  Su- 
preme Court  in  the  case  of  National  Life  Insurance  Co.  v.  United 
States  (277  U.  S.,  508).)  The  reserve  deduction  is  based  upon  the 
reserves  required  by  express  statutory  provisions  or  by  the  rules  and 
regulations  of  the  State  insurance  departments  when  promulgated  in 
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tlie  exercise  of  a  power  conferred  by  statute;  but  such  reserves  do 
not  include  assets  required  to  be  held  for  the  ordinary  running  ex- 
penses of  th^  business  nor  do  they  include  the  reserve  or  net  value  of 
risks  reinsured  in  other  solvent  companies  to  the  extent  of  the 
reinsurance. 

In  the  case  of  life  insurance  companies  issuing  policies  covering 
life,  health,  and  accident  insurance  combined  in  one  policy  issued 
on  the  weekly  premium  payment  plan,  continuing  for  life  and  not 
subject  to  cancellation,  it  is  required  that  reserves  thereon  be  based 
upon  recognized  tables  of  experience  covering  disability  benefits  of 
the  kind  contained  in  policies  issued  by  this  particular  class  of  com- 
panies.    Keserves  maintained  to  provide  for  the  ordinary  running 
expenses  of  a  business,  definite  in  amount,  and  which  must  be  cur- 
rently paid  by  every  company  from  its  income  if  its  business  is  to 
contmue  such  as  taxes,  salaries,  reinsurance,  and  unpaid  brokerage 
will  not  be  considered.    A  company  is  permitted  to  make  use  of  the 
Highest  aggregate  reserve  called  for  by  any  State  in  which  it  trans- 
acts business,  but  the  reserve  must  have  been  actually  held  as  shown 
by  the  annual  statement.    Generally  speaking,  the  following  will  be 
considered  reserves  as  contemplated  by  the  law:  Items  7-11  of 
the  liability  page  of  the  annual  statement  for  life  insurance  com- 
pames,  and  items  16^19  and  26  of  the  liability  page  of  the  annual 
statement  for  misceUaneous  stock  companies,  if  a  life  insurance  com- 
pany  is  also  transacting  other  kinds  of  insurance  business.    If  other 
reserves  are  claimed,  sufficient  information  must  be  filed  with  the 
return  to  enable  the  Commissioner  to  determine  the  validity  of  the 
claim.    Keference  should  be  made  to  the  item  in  which  the  reserve 
appears  in  the  annual  statement  and  to  the  State  statute  or  insurance 
department  ruling  requiring  that  such  reserves  be  held.    Only  reserves 
which  are  so  required,  which  are  peculiar  to  insurance  companies,  and 
which  are  dependent  upon  interest  earnings  for  their  maintenance 
will  be  considered. 

A»r.  972.  Reserve  for  deferred  divideiidi.— The  deduction  for  deferred 
dividends  under  section  203  (a)  (4)  will  be  based  upon  item  37  of 
the  liabihty  page  of  the  annual  statement  for  life  insurance  companies 
but  shall  not  include  any  dividend  payable  during  the  year  imme- 
diately following  the  taxable  year. 

Akt.  973.  Xnvestment  expenses.— If  any  general  expenses  are  in  part 
assigned  to  or  included  in  the  investment  expenses,  the  total  invest- 
ment expenses  (other  than  taxes  and  expenses  with  respect  to  real 
estate)  aUowable  as  a  deduction  shall  not  exceed  one-quarter  of  1 
per  cent  of  the  mean  of  the  book  value  of  the  invested  assets  held  at 
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the  beginning  and  end  of  the  taxable  year.  If  there  be  no  allocation 
of  general  expenses  to  investment  expenses,  the  deduction  may  consist 
of  investment  expenses  actually  paid  during  the  taxable  year,  in 
which  case  an  itemized  schedule  of  such  expenses  must  be  appended 
to  the  return.  The  invested  assets  are  items  1-6,  item  9,  and  items 
10  and  11  (if  interest-bearing  assets)  of  the  asset  page  of  the  annual 
statement  for  life  insurance  companies,  and  items  1-4,  item  7,  and 
items  27-30  (if  interest-bearing  assets)  of  the  asset  page  of  the  annual 
statement  for  miscellaneous  stock  companies.  If  the  method  used 
by  any  company  in  ascertaining  the  investment  expenses  where  there 
is  any  allocation  of  general  expenses  shall  be  changed  so  that  a 
greater  deduction  is  claimed,  the  company  shall  file  with  its  return 
information  sufiicient  to  enable  the  Commissioner  to  determine  the 
validity  of  the  claim.  The  maximum  allowance  of  one-quarter  of  1 
per  cent  will  not  be  granted  unless  it  is  shown  to  the  satisfaction  of 
the  Commissioner  that  such  allowance  is  justified. 

Art.  974.  Taxes  and  expenses  with  respect  to  real  estate. — ^The  de- 
duction for  taxes  and  expenses  under  section  203  (a)  (6)  comprises 
items  31  and  32  of  the  disbursement  page  of  the  annual  statement 
for  life  insurance  companies  and  items  34  and  35  of  the  disbursement 
page  of  the  annual  statement  for  miscellaneous  stock  companies, 
except  as  noted  below,  and  any  sum  included  in  any  other  item  repre- 
senting taxes  imposed  upon  a  shareholder  of  the  company  upon  his 
interest  as  shareholder  which  is  paid  by  the  company  without  reim- 
bursement from  the  shareholder.  No  deduction  shall  be  allowed,  how- 
ever, for  taxes  and  expenses  (and  depreciation)  upon  any  real  estate 
owned  and  occupied  in  whole  or  in  part  by  the  company  except  as 
provided  in  article  976.  Taxes  shall  not  include  assessments  against 
local  benefits  of  a  kind  tending  to  increase  the  value  of  the  property 
assessed,  and  expenses  shall  not  include  any  amount  paid  out  for 
buildings  or  for  permanent  improvements  and  betterments  made 
to  increase  the  value  of  any  property  owned  by  the  company. 

Abt.  975.  Other  deductions. — (1)  The  deduction  allowed  by  section 
203  (a)  (3)  for  dividends  received  from  other  corporations  is 
identical  with  the  deduction  allowed  other  corporations  by  section 
23  (p). 

(2)  The  deduction  allowed  by  section  203  (a)  (7)  for  deprecia- 
tion is  identical  with  that  allowed  other  corporations  by  section  23 
(k ) .     (See  articles  201-210. ) 

(3)  The  deduction  allowed  by  section  203  (a)  (8)  for  interest  on 
indebtedness  is  the  same  as  that  allowed  other  corporations  by  section 
23   (b)    (see  article  141),  but  this  deduction  includes  item  18  of 
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the  disbursement  page  of  the  annual  statement  of  life  insurance  com- 
panies to  the  extent  that  interest  on  dividends  held  on  deposit  and 
surrendered  during  the  taxable  year  is  included  therein.  Dividends 
left  with  the  company  to  accumulate  at  interest  are  a  debt  and  not 
a  reserve  liability. 

(4)  The  deduction  of  $3,000  allowed  domestic  life  insurance  com- 
panies with  net  income  of  $25,000  or  less  by  section  203  (a)  (9)  is 
identical  with  the  specific  credit  allowed  other  corporations  by  section 
26,  and  there  is  the  same  equalizing  provision  in  the  case  of  incomes 
slightly  in  excess  of  $25,000.    (See  article  301.) 

Art.  976.  Home  office  properties. — ^No  deduction  shall  be  made  for 
any  taxes,  expenses,  or  depreciation  on  account  of  any  real  estate 
owned  and  occupied  in  whole  or  in  part  by  a  life  insurance  company 
unless  there  is  included  in  the  return  of  gross  income  the  rental 
value  of  the  space  so  occupied.  Such  rental  value  shall  not  be  less 
than  a  sum  which  in  addition  to  any  rents  received  from  other  tenants 
shall  provide  a  net  income  (after  deducting  taxes,  depreciation,  and 
other  expenses)  at  the  rate  of  4  per  cent  per  annum  of  the  book 
value  at  the  end  of  the  taxable  year  of  the  real  estate  so  owned  and 
occupied.  For  example,  if  the  book  value  of  a  parcel  of  real  estate 
owned  and  occupied  in  whole  or  in  part  by  the  company  is  $1,000,000, 
the  rents  received  from  other  tenants  $30,000,  taxes  and  expenses 
$40,000,  and  depreciation  $20,000,  the  company  woujd  have  to  include 
in  its  gross  income  a  sum  not  less  than  $70,000  ($40,000  taxes  and 
expenses,  plus  $20,000  depreciation,  minus  $30,000  rents  from  tenants, 
plus  4  per  cent  of  $1,000,000)  as  the  rental  value  of  the  space  occu- 
pied by  it  in  order  to  avail  itself  of  the  deductions  of  $40,000  and 
$20,000.  In  any  case  the  rents  received  from  other  tenants  must  be 
included  in  gross  income. 

Akt.  977.  Foreign  life  insurance  companies. — ^Foreign  life  insurance 
companies  holding  reserve  funds  upon  business  transacted  within  the 
United  States  are  taxed  under  section  201  (b)  (2)  upon  their  net 
income  from  sources  within  the  United  States.  All  business  trans- 
acted by  a  United  States  branch  or  agency  of  a  foreign  life  insurance 
company,  for  which  a  reserve  fimd  is  required  by  the  laws  of  any 
State  or  Territory  of  the  United  States  or  of  the  District  of  Columbia, 
will  be  regarded  as  business  transacted  within  the  United  States. 
A  foreign  life  insurance  company  not  doing  an  insurance  business 
within  the  United  States  and  holding  no  reserve  funds  upon  business 
transacted  within  the  United  States,  but  which  derives  income  from 
sources  within  the  United  States  as  defined  in  section  119  (see  articles 
671-684)  is  subject  to  the  tax  imposed  by  section  13,  upon  income 
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derived  from  sources  within  the  United  States.     (See  sections  231- 
238  and  articles  1101--1121.) 

SEC.   204.  INSURANCE    COMPANIES     OTHER    THAN    LIFE     OR 
MUTUAL. 

(a)  Imposition  of  tax.— In  lieu  of  the  tax  imposed  by  section  13  of 
this  title,  there  shall  be  levied,  collected,  and  paid  for  each  taxable  year 
upon  the  net  income  of  every  insurance  company  (other  than  a  life  or 
mutual  insurance  company)  a  tax  as  follows: 

(1)  In  the  case  of  such  a  domestic  insurance  company,  12  per 
centum  of  its  net  income ; 

(2)  In  the  case  of  such  a  foreign  insurance  company,  12  per 
centum  of  its  net  income  from  sources  within  the  United  States. 

(b)  Definition  of  income,  etc.— In  the  case  of  an  insurance  company 
subject  to  the  tax  imposed  by  this  section — 

(1)  Gross  income.—"  Gross  income"  means  the  sum  of  (A)  the 
combined  gross  amount  earned  during  the  taxable  year,  from  in- 
vestment income  and  from  underwriting  income  as  provided  in 
this  subsection,  computed  on  the  basis  of  the  underwriting  and 
investment  exhibit  of  the  annual  statement  approved  by  the  Na- 
tional Convention  of  Insurance  Commissioners,  and  (B)  gain 
during  the  taxable  year  from  the  sale  or  other  disposition  of 
property ; 

(2)  Net  income.— "Net  income"  means  the  gross  income  as  de- 
fined in  paragraph  (1)  of  this  subsection  less  the  deductions  aUowed 
by  subsection  (c)  of  this  section; 

(3)  Investment  income.—"  Investment  income  "  means  the  gross 
amount  of  income  earned  during  the  taxable  year  from  interest, 
dividends,  and  rents,  computed  as  follows : 

To  all  interest,  dividends  and  rents  received  during  the  taxable 
year,  add  interest,  dividends  and  rents  due  and  accrued  at  the  end 
of  the  taxable  year,  and  deduct  all  interest,  dividends  and  rents  due 
and  accrued  at  the  end  of  the  preceding  taxable  year; 

(4)  Undeev^ritin'o  income.-^" Underwriting  income"  means  the 
premiums  earned  on  insurance  contracts  during  the  taxable  year 
less  losses  incurred  and  expenses  incurred ; 

(5)  Premiums  earned. — "Premiums  earned  on  insurance  con- 
tracts during  the  taxable  year"  means  an  amount  computed  as 
follows : 

From  the  amount  of  gross  premiums  written  on  insurance  con- 
tracts during  the  taxable  year,  deduct  return  premiums  and  pre- 
miums paid  for  reinsurance.  To  the  result  so  obtained  add  un- 
earned premiums  on  outstanding  business  at  the  end  of  the  preced- 
ing taxable  year  and  deduct  unearned  premiums  on  outstanding 
business  at  the  end  of  the  taxable  year ; 

(6)  Losses  incubhed. — " Losses  incurred"  means  losses  incurred 
•   during   the   taxable  year   on   insurance  contracts,   computed   as 

follows : 

To  losses  paid  during  the  taxable  year,  add  salvage  and  reinsur- 
ance recoverable  outstanding  ftt  tli©  end  of  the  preceding  taxable 
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year,  and  deduct  salvage  and  reinsurance  recoverable  outstanding 
at  the  end  of  the  taxable  year.  To  the  result  so  obtained  add  all 
unpaid  losses  outstanding  at  the  end  of  the  taxable  year  and  de^ 
duct  unpaid  losses  outstanding  at  the  end  of  the  preceding  taxable 
year ; 

(7)  KxpENSKs  iNCfOTuaa*.—" Expenses  incurred"  means  all  ex- 
penses shown  on  the  annual  statement  approved  by  the  National 
Convention  of  Insurance  Commissioners,  and  shaU  be  computed  as 
follows: 

To  all  expenses  paid  during  the  taxable  year  add  expenses  un- 
paid at  the  end  of  the  taxable  year  and  deduct  expenses  un- 
paid  at  the  «id  of  the  preceding  taxable  year.  For  the  purpose 
of  compuUng  the  net  income  subject  to  the  tax  imposed  by  this 
section  there  shall  be  deducted  from  expenses  incurred  as  defined 
in  this  paragraph  all  expenses  incurred  which  are  not  allowed  as 
deductions  by  subsecUon  (c)  of  this  section, 
(c)  Bcdactions  allciwed.~In  computing  the  net  income  of  an  insuru 

ance  company  subject  to  the  tax  Imposed  by  this  secUon  there  shall  be 

allowed  as  deductions: 

(1)  All  ordinary  and  necessary  expenses  incurred,  as  provided 
in  section  23  (a)  ;  F*uvmeu 

(2)  All  interest  as  provided  in  section  23  (b) ; 

(3)  Taxes  as  provided  In  section  23  (c) ; 

(4)  Losses  incurred  as  defined  in  subsection   <b)    (6)   of  this 

Becuou , 

(5)  Losses  sustained  during  the  taxable  year  from  the  sale  or 
otlier  disposition  of  property ; 

(6)  Bad  debts  in  the  nature  of  agency  balanceg  and  bills  re- 
ceivable  ascertained  to  be  worthless  and  charged  ofl!  within  the 
taxable  ye^r; 

..il^  7^^''''^  '^'^^  a«  dividends  from  corporations  as  pro- 
vided  in  section  23  (p) ; 

(8)  The  amount  of  interest  earned  during  the  taxable  year 
wluch  under  section  22  (b)  (4)  is  exempt  from  taxation  under  this 
title,  and  the  amount  of  interest  allowed  as  a  credit  under 
section  26 ;  «"«^* 

(»)  A  reasonable  allowance  for  the  exhaustion,  wear  and  tear  of 
property,  as  provided  in  section  23  <k) ; 

i«l!!!l  ^*  *^.!  T^  **'  ^"^'^  *  domestic  insurance  company,  the  net 

i«^^^  ""^      (computed  without  the  benefit  of  this  paragraph) 

'  IL     ;^^  T'  *^^  ^  <^  ^^'*  ^t  if  the  net  income  is  more 

than  mw>  the  tax  imposed  by  this  section  shall  not  exceed  the 

tax  which  would  be  payable  if  the  $3,000  credit  were  aUowed,  plus 

Uie  amount  of  the  net  income  in  excess  of  $25,000. 

(d>  Deductions  of  foreign  corporaUon«.-In  the  case  of  a  foreign  cor. 

poration  the  deductions  allowed  in  this  section  shaU  be  allowed  to  the 

extent  provided  in  Supplement  L 

J^^^T  ****^f  ^"'-Nothfaig  In  this  section  shall  be  construed 
to  permit  the  same  item  to  be  twice  deducted. 
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Art.  991.  Tax  on  insurance  companies  other  than  life  or  mutual. — ^For 
the  calendar  year  1928  and  subsequent  years  all  insurance  companies 
(other  than  life  or  mutual  companies)  are  subject  to  the  tax  imposed 
by  section  204.  Mutual  insurance  companies  (other  than  life)  remain 
subject  to  the  tax  imposed  by  section  13.  The  term  "  insurance  com- 
panies "  as  used  in  this  article  and  in  articles  992  and  993  means  only 
those  companies  subject  to  the  tax  imposed  by  section  204.  The  rate 
of  the  tax  imposed  by  section  204  is  12  per  cent,  and  the  net  income 
upon  which  the  tax  is  imposed,  as  defined  in  section  204,  differs  from 
the  net  income  of  other  corporations.  Insurance  companies  are  en- 
titled to  the  benefit  of  section  117  (net  losses)  but  not  of  section  101 
(capital  gains  and  losses).  All  provisions  of  the  Act  and  of  these 
regulations  not  inconsistent  with  the  specific  provisions  of  section  204 
are  applicable  to  the  assessment  and  collection  of  this  tax,  and  in- 
surance companies  are  subject  to  the  same  penalties  as  provided  in 
the  case  of  returns  and  payment  of  income  tax  by  other  corporations. 
Since  section  204  provides  that  the  underwriting  and  investment 
exhibit  of  the  annual  statement  approved  by  the  National  Conven- 
tion of  Insurance  Commissioners  shall  be  the  basis  for  computing 
gross  income  and  since  the  annual  statement  is  rendered  on  the  calen- 
dar year  basis,  the  first  returns  under  section  204  will  be  for  the 
taxable  year  ending  December  31,  1928. 

Art.  992.  Gross  income  of  insurance  companies  other  than  life  or 
mutual.— Gross  income  as  defined  in  section  204  (b)  means  the  gross 
amount  of  income  earned  during  the  taxable  year  from  interest,  divi- 
dends, rents,  and  premium  income,  computed  on  the  basis  of  the 
underwriting  and  investment  exhibit  of  the  annual  statement  ap- 
proved by  the  National  Convention  of  Insurance  Commissioners, 
as  well  as  the  gain  derived  from  sale  or  other  disposition  of  prop- 
erty. It  does  not  include  increase  in  liabilities  during  the  year  on 
account  of  reinsurance  treaties,  remittances  from  the  home  office  of  a 
foreign  insurance  company  to  the  United  States  branch,  borrowed 
money,  gross  increase  due  to  adjustments  in  book  value  of  capital 
assets,  and  premium  on  capital  stock  sold.  The  underwriting  and 
investment  exhibit  is  presumed  clearly  to  reflect  the  true  net  in- 
come of  the  company,  and  in  so  far  as  it  is  not  inconsistent  with 
the  provisions  of  the  Act  will  be  recognized  and  used  as  a  basis 
for  that  purpose.  All  items  of  the  exhibit,  however,  do  not  re- 
flect an  insurance  company's  income  as  defined  in  the  Act.  By 
reason  of  the  definition  of  investment  income,  miscellaneous  items 
which  are  intended  to  reflect  surplus  but  do  not  properly  enter  into 
the  computation  of  income,  such  as  dividends  declared,  home  office 
remittances  and  receipts,  and  special  deposits,  are  ignored.    Gain  or 
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loss  from  agency  balances  and  bills  receivable  not  admitted  as  assets 
on  the  underwriting  and  investment  exhibit  will  be  ignored,  except- 
ing only  such  agency  balances  and  bills  receivable  as  have  been 
charged  off  the  books  of  the  company  as  bad  debts  or,  having  been 
previously  charged  off,  are  recovered  during  the  taxable  year. 

Art.  993.  Bednctiom  allowed  insurance  companies  other  than  life  or 
mutual. — ^The  deductions  allowable  are  specified  in  section  204,  and 
include  losses  sustained  from  the  sale  or  other  disposition  of  prop- 
erty. The  deduction  of  $3,000  allowed  domestic  companies  with 
net  income  not  exceeding  $25,000  is  identical  with  the  specific  credit 
allowed  other  corporations  by  section  26,  and  there  is  the  same 
equalizing  provision  in  the  case  of  incomes  slightly  in  excess  of 
$25,000.  (See  article  301.)  A  domestic  insurance  company  is  also 
entitled  to  the  credit  for  income,  war-profits,  and  excess-profits 
taxes  paid  or  accrued  during  the  taxable  year  to  any  foreign  coun- 
try or  to  any  possession  of  the  United  States  which  is  allowed  other 
domestic  corporations  by  section  ISl.  (See  section  206.)  Among 
the  items  which  may  not  be  deducted  are  income  taxes,  paid  or 
accrued,  imposed  by  the  United  States  and  so  much  of  the  income  and 
profits  taxes  imposed  by  any  foreign  country  or  possession  of  the 
United  States  as  is  allowed  as  a  credit  under  section  206,  taxes 
assessed  against  local  benefits,  donations,  decrease  during  the  year 
due  to  adjustments  in  the  book  value  of  capital  assets,  decrease  in  lia- 
bilities during  the  year  on  account  of  reinsurance  treaties,  dividends 
paid  to  shareholders,  remittances  to  the  home  office  of  a  foreign 
insurance  company  by  the  United  States  branch,  and  borrowed 
money  repaid. 

SBC  205.  NBT  LOSSES,  i 

The  benefit  of  the  special  deducticm  for  net  losses  allowed  by  sec^ 
tion  117  shall  be  allowed  to  insurance  companies  subject  to  the  tax 
imposed  by  section  201  or  204,  under  regulations  prescribed  by  the 
Commissioner  with  the  approval  of  the  Secretary. 

SEC.  206.  TAXES  OF  FOREIGN  COUNTRIES  AND  POSSESSIONS 
OF  UNITED  STATES. 
The  amount  of  income,  war-profits,  and  excess-profits  taxes  imposed 
by  foreign  countries  or  possessions  af  the  United  States  shall  be 
allowed  as  a  credit  against  the  tax  of  a  domestic  insurance  company 
subject  to  the  tax  imposed  by  section  201  or  204,  to  the  extent  provided 
In  the  case  of  a  domestic  corporation  in  section  131,  and  in  such 
cases  "  net  income  *'  as  used  in  that  section  means  the  net  income  as 
defined  in  this  Supplement 

SEC.  207.  COMPUTATION  OF  GROSS  INCOME. 

The  gross  income  of  insurance  companies  subject  to  the  tax  imposed 
by  section  201  or  204  shall  not  be  determined  in  the  manner  provided 
in  section  119. 


1  See  T.  D.  4309,  p.  364. 
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SEC.  208.  MUTUAL  INSURANCE  COMPANIES  OTHER  THAN  LIFE, 

(a)  Application  of  title. — Mutual  insurance  companies,  other  than  life 
insurance  companies,  shall  be  taxable  in  the  same  manner  as  other 
corporations,  except  as  hereinafter  provided  in  this  section. 

(b)  Gross  income. — Mutual  marine  insurance  companies  shall  include 
in  gross  income  the  gross  premiums  collected  and  received  by  them  less 
amounts  paid  for  reinsurance. 

Art.  1001.  Gross  income  of  mutual  insurance  companies  other  tEaa 
life. — The  gross  income  of  mutual  insurance  companies  (other  than 
life)  consists  of  their  total  revenue  from  the  operation  of  the  business 
and  of  their  income  from  all  other  sources  within  the  taxable  year, 
except  as  otherwise  provided  by  the  Act.  Gross  income  includes 
net  premiums  (that  is,  gross  premiums  less  returned  premiums  on 
policies  canceled  and  premiums  on  policies  not  taken),  investment 
income,  profits  from  the  sale  of  assets,  and  all  gains,  profits,  and 
income  reported  to  the  State  insurance  departments,  except  income 
specifically  exempt  from  tax.  Premiums  received  by  mutual  marine 
insurance  companies  which  are  paid  out  for  reinsurance  should  be 
eliminated  from  gross  income  and  the  payments  for  reinsurance  from 
disbursements.  Deposit  premiums  on  perpetual  risks  received  and 
returned  by  mutual  fire  insurance  companies  should  be  treated  in  the 
same  manner,  as  no  reserve  will  be  recognized  covering  liability  for 
such  deposits.  The  earnings  on  such  deposits,  including  such  portion, 
if  any,  of  the  deposits  as  is  not  returned  to  the  policyholders  upon 
cancellation  of  the  policies,  must  be  included  in  the  gross  income.  A 
net  decrease  in  reserve  funds  required  by  law  within  the  taxable  year 
must  be  included  in  the  gross  income  to  the  extent  that  such  funds 
are  released  to  the  general  uses  of  the  company  and  increase  its  free 
assets.  Any  net  decrease  in  reserves  shall  be  added  to  the  gross 
income,  unless  the  company  shall  show  that  such  decrease  resulted 
from  the  application  of  reserves  to  the  purposes  for  which  they  were 
established.    (See  articles  1011-1014.) 

ISEC.    208.  MUTUAL     INSURANCE    COMPANIES     OTHER    THAN 
LIFE.] 

(c)  Deductions. — In  addition  to  the  deductions  allowed  to  corpora- 
tions by  section  23  the  following  deductions  to  insurance  companies 
shall  also  be  allowed,  unless  otherwise  allowed — 

(1)  Mutual  insurance  companies  otheb  than  life  insub- 
ANCE. — In  the  case  of  mutual  insurance  companies  other  than  life 
insurance  companies — 

(A)  the  net  addition  required  by  law  to  be  made  within  the 
taxable  year  to  reserve  funds  (including  in  the  case  of  assess- 
ment insurance  companies  the  actual  deposit  of  sums  with 
State  or  Territorial  officers  pursuant  to  law  as  additions  to 
guarantee  or  reserye  funds ) ;  and 
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(B)  the  sums  other  than  dividends  paid  within  the  taxable 
year  on  policy  and  annuity  contracts. 

(2)  Mutual  maeinb  insurance  companies. — ^In  the  case  of 
mutual  marine  insurance  companies,  in  addition  to  the  deductions 
allowed  in  paragraph  (1)  of  this  subsection,  unless  otherwise 
allowed,  amounts  repaid  to  policyholders  on  account  of  premiums 
previously  paid  by  them,  and  interest  paid  upon  such  amounts 
between  the  ascertainment  and  the  payment  thereof; 

(3)  Mutual  insueance  companies  other  than  life  and 
MARINE. — In  the  case  of  mutual  insurance  companies  (including 
interinsurers  and  reciprocal  underwriters,  but  not  including  mutual 
life  or  mutual  marine  insurance  companies)  requiring  their  mem- 
bers to  make  premium  deposits  to  provide  for  losses  and  expenses, 
the  amount  of  premium  deposits  returned  to  their  policyholders 
and  the  amount  of  premium  deposits  retained  for  the  payment 
of  losses,  expenses,  and  reinsurance  reservea 

Art.  1011,  Deductiaiis  allowed  mutual  insurance  companies  other  than 
life  insurance  companies. — Mutual  insurance  companies  (other  than 
life  insurance  companies)  are  entitled  to  the  same  deductions  from 
gross  income  as  other  corporations,  and  also  to  the  deduction  of  the 
net  addition  required  by  law  to  be  made  within  the  taxable  year  to 
reserve  funds  and  of  the  sums  other  than  dividends  paid  within  the 
taxable  year  on  policy  and  annuity  contracts.  As  to  life  insurance 
companies,  see  sections  201-203  and  articles  951-977.  Insurance 
companies,  other  than  mutual  and  life  companies,  are  entitled 
only  to  the  deductions  allowed  by  section  204  (c).  (See  article  993.) 
Mutual  insurance  companies  are  not  entitled  to  the  deductions 
allowed  by  section  204  (c),  but  (except  in  the  case  of  life  insurance 
companies)  are  entitled  to  the  deductions  allowed  by  section  23. 
(See  articles  1012-1014.)  "  Paid  "  includes  "  accrued  "  or  "  incurred  " 
(construed  according  to  the  method  of  accounting  upon  the  basis 
of  which  the  net  income  is  computed)  during  the  taxable  year,  but 
does  not  include  any  estimate  for  losses  incurred  but  not  reported 
during  the  taxable  year. 

Art.  1012.  Bequired  addition  to  reserve  funds  of  mutual  insurance 
companies.— Mutual  insurance  companies,  other  than  life  insurance 
companies,  may  deduct  from  gross  income  the  net  addition  required 
by  law  to  be  made  within  the  taxable  year  to  reserve  funds,  including 
in  the  case  of  assessment  insurance  companies  the  actual  deposit  of 
sums  with  State  or  Territorial  officers  pursuant  to  law  as  additions 
to  guarantee  or  reserve  funds.  Reserve  funds  *'  required  by  law  " 
include  not  only  reserves  required  by  express  statutory  provisions 
but  also  reserves  required  by  the  rules  and  regulations  of  State  in- 
surance departments  wl^en  promulgated  in  the  exercise  of  an  appro- 
priate power  conferred  by  statute,  but  do  not  include  assets  required 
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to  be  held  for  the  ordinary  running  expenses  of  the  business,  such  as 
taxes,  salaries,  reinsurance,  and  unpaid  brokerage.  Only  reserves 
commonly  recognized  as  reserve  funds  in  insurance  accounting  are 
to  be  taken  into  consideration  in  computing  the  net  addition  to  re- 
serve funds  required  by  law.  In  the  case  of  a  fire  insurance  com- 
pany the  only  reserve  fund  commonly  recognized  is  the  "unearned- 
premium"  fund.  Casualty  companies  may  deduct  losses  incurred 
within  the  taxable  year;  but  unless  the  net  addition  to  the  unpaid 
loss  reserve  required  by  law  exceeds  such  losses  incurred,  no  deduc- 
tion for  the  net  addition  to  the  unpaid  loss  reserve  may  be  taken.  In 
any  event  only  the  excess  of  such  net  addition  over  such  losses  may 
be  deducted.  Mutual  hail  and  mutual  cyclone  insurance  companies 
are  entitled  to  deduct  from  gross  income  the  net  addition  which  they 
are  required  to  make  to  the  "guarantee  surplus"  fund  or  similar 
fund. 

Abt.  1013.  Special  deductions  allowed  mutual  marine  insurance  com- 
panies.— Mutual  marine  insurance  companies  should  include  in  gross 
income  the  gross  premiums  collected  and  received  by  them  less 
amounts  paid  for  reinsurance.  (See  section  208  (b)  and  article  1001.) 
They  may  deduct  from  gross  income  amounts  repaid  to  policy- 
holders on  account  of  premiums  previously  paid  by  them,  together 
with  tlie  interest  actually  paid  upon  such  amounts  between  the  date 
of  ascertainment  and  the  date  of  payment  thereof.  The  remainder 
of  the  premiums  accordingly  forms  part  of  the  net  income  of  the 
company,  except  to  the  extent  that  it  is  subject  to  the  deductions 
allowed  such  insurance  companies  and  other  corporations. 

Art.  1014.  Special  deductions  allowed  mutual  insurance  companies. — 
Mutual  insurance  companies  (including  interinsurers  and  reciprocal 
underwriters,  but  not  including  mutual  life  and  mutual  marine  in- 
surance companies),  which  require  their  members  to  make  premium 
deposits  to  provide  for  losses  and  expenses,  are  allowed  to  deduct 
from  gross  income  the  aggregate  amount  of  premium  deposits 
returned  to  their  policyholders  or  retained  for  the  payment  of  losses, 
expenses,  and  reinsurance  reserves.  In  determining  the  amount  of 
premium  deposits  retained  by  a  mutual  fire  or  mutual  casualty 
insurance  company  for  the  payment  of  losses,  expenses,  and  rein- 
surance reserves,  it  will  be  presumed  that  losses  and  expenses  have 
been  paid  out  of  earnings  and  profits  other  than  premiums  to  the 
extent  of  such  earnings  and  profits.  If,  however,  any  portion  of  such 
amount  is  applied  during  the  taxable  year  to  the  payment  of  losses, 
expenses,  or  reinsurance  reserves,  for  which  a  separate  allowance  is 
taken,  then  such  portion  is  not  deductible;  and  if  any  portion  of  such 
amount  for  which  an  allowance  is  taken  is  subsequently  applied  to 
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the  payment  of  expenses,  losses,  or  reinsurance  reserves,  then  such 
payment  can  not  be  separately  deducted.  The  amoimt  of  premium 
deposits  retained  for  the  payment  of  expenses  and  losses,  and  the 
amount  of  such  expenses  and  losses,  may  not  both  be  deducted.  A 
company  which  invests  part  of  the  premium  deposits  so  retained  by 
it  in  interest-bearing  securities  may  nevertheless  deduct  such  part, 
but  not  the  interest  received  on  such  securities.  A  mutual  fire  insur- 
ance company  which  has  a  guaranty  capital  is  taxed  Jike  other  mutual 
fir©  insurance  companies.  A  stock  fire  insurance  company,  operated 
on  the  mutual  plan  to  the  extent  of  paying  dividends  to  certain 
classes  of  policyholders,  may  make  a  return  on  the  same  basis  as  a 
mutual  fire  insurance  company  with  respect  to  its  business  conducted 
on  the  mutual  plan. 

Art.  1015.  Returns  of  insurance  companies. — Insurance  companies 
transacting  busiiness  in  the  United  States  or  deriving  any  income 
from  sources  therein  are  required  to  file  returns  of  income.  The 
return  shall  be  on  Form  1120,  except  that  life  insurance  companies 
shall  make  return  on  Form  1120  L,  As  an  aid  in  auditing  the 
returns,  wherever  possible  a  copy  of  the  report  to  the  State  insur- 
ance department  should  be  submitted  with  the  return.  Otherwise  a 
«^y  of  Schedule  D,  parts  1, 3,  and  4,  of  the  report  should  be  attached 
to  the  return,  showing  the  Federal,  State,  and  municipaj  obligations 
fn>m  which  the  interl  ooutted  irlm  gross  income  Z  ierivS,  and 
a  copy  of  the  complete  report  should  be  furnished  as  soon  as  ready 
for  filing. 

SUPPLEMENT    H — ^NONBESIDBNT   ALIEN    INI>IVIDX7ALS 

SKC  21 1.  NORMAL  XAX. 

(a)  Heaeral  mle. — In  the  case  of  a  nonresident  alien  indiridnal  who 
is  not  a  resident  of  a  contignous  country,  the  normal  tax  shall  be  5  per 
centmn  of  the  amonnt  of  the  net  income  in  excess  of  the  credits 
against  net  income  aUowed  to  snch  individual. 

(1>>  Aliems  resident  in  contiguous  countries. — In  the  case  of  an  alien 
indiyidual  resident  in  a  contiguous  country,  the  normal  tax  shall  be 
an  amount  equal  to  the  sum  of  the  following : 

(1)  1%  per  centum  of  the  amount  by  which  the  part  of  the 
net  income  attributable  to  wages,  salaries,  professional  fees,  or 
other  amounts  received  as  compensation  for  personal  services 
actually  performed  in  the  United  States,  exceeds  the  personal 
exemption  and  credit  for  dependents;  but  the  amount  taxable  at 
such  1%  per  centum  rate  shall  not  exceed  $4,000 ; 

(2)  3  per  centum  of  the  amount  by  which  such  part  of  the  net 
income  exceeds  the  sum  of  (A)  the  personal  exemption  and  credit 
for  dependents,  plus  (B)  $4,000;  but  the  amount  taxable  at  such 
3  per  centum  rate  shall  not  exceed  $4,000 ;  and 
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(3)  5  per  centum  of  the  amount  of  the  net  income  in  excess  of 

the  sum  of  (A)  the  amount  taxed  under  paragraphs  (1)  and  (2) 

of  this  subsection  plus  (B)  the  total  credits  against  net  income 

allowed  to  such  individual. 

(c)  In  lieu  of  normal  tax  under  section  11. — The  tax  imposed  by  this 

section  shall  be  in  lieu  of  the  normal  tax  imposed  by  section  11. 

Art.  1021.  Normal  tax  in  the  case  of  nonresident  alien  individuals.— In 
the  case  of  nonresident  alien  individuals,  residents  of  countries  other 
than  Canada  and  Mexico,  the  normal  tax  is  5  per  cent  of  the  net 
income  in  excess  of  the  credits  provided  in  sections  25  and  214,  there 
being  no  reduction  in  the  rate  upon  any  part  of  the  net  income  subject 
to  tax.  In  the  case  of  nonresident  alien  individuals,  residents  of  Can- 
ada or  Mexico,  the  normal  tax  is  (1)  li^  per  cent  of  that  part  of  the 
net  income  attributable  to  compensation  for  personal  services  actually- 
performed  in  the  United  States  in  excess  of  the  personal  exemption 
and  credit  for  dependents,  but  not  in  excess  of  $4,000;  (2)  3  per  cent 
of  the  amount  by  which  such  part  of  the  net  income  exceeds  the  sum 
of  (a)  the  personal  exemption  and  credit  for  dependents  plus  (h) 
$4,000,  but  the  amount  taxable  at  3  per  cent  shall  not  exceed  $4,000; 
(3)  5  per  cent  of  tlie  amount  of  the  net  income  in  excess  of  the 
amounts  taxed  at  1%  per  cent  and  3  per  cent  plus  the  total  credits 
provided  in  sections  25  and  214. 

Nonresident  alien  individuals  are  subject  also  to  the  surtax  imposed 
by  section  12.    (See  articles  21  and  22.) 

Art.  1022.  Definition.— A  "  nonresident  alien  individual "  means  an 
individual — 

(a)  Whose  residence  is  not  within  the  United  States;  and 

(b)  Who  is  not  a  citizen  of  the  United  States. 

An  alien  actually  present  in  the  United  States  who  is  not  a  mere 
transient  or  sojourner  is  a  resident  of  the  United  States  for  pur- 
poses of  the  income  tax.  Whether  he  is  a  transient  or  not  is  deter- 
mined by  his  intentions  with  regard  to  the  length  and  nature  of 
his  stay.  A  mere  floating  intention,  indefinite  as  to  time,  to  return 
to  another  country  is  not  sufficient  to  constitute  him  a  transient. 
If  he  lives  in  the  United  States  and  has  no  definite  intention 
as  to  his  stay,  he  is  a  resident.  One  who  comes  to  the  United  States 
for  a  definite  purpose  which  in  its  nature  may  be  promptly  accom- 
plished is  a  transient;  but  if  his  purpose  is  of  such  a  nature  that 
an  extended  stay  may  be  necessary  for  its  accomplishment,  and  to 
that  end  the  alien  makes  his  home  temporarily  in  the  United  States, 
he  becomes  a  resident,  though  it  may  be  his  intention  at  all  times 
to  return  to  his  domicile  abroad  when  the  purpose  for  which  he 
came  has  been  consummated  or  abandoned.    An  alien  whose  stay  in 
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til©  United  States  is  limited  to  a  definite  period  by  the  immigration 
laws  is  not  a  resident  of  the  United  States  within  the  meaning  of 
this  article. 

Akt.  1023.  Alien  seamen,  when  to  be  regarded  as  residents. — ^In  order 
to  determine  whether  an  alien  seaman  is  a  resident  within  the  mean- 
ing of  the  income  tax  law,  it  is  necessary  to  decide  whether  the  pre- 
sumption of  nonresidence  is  overcome  by  facts  showing  that  he  has 
established  a  residence  in  the  territorial  United  States,  which  con- 
sists of  the  States,  the  District  of  Columbia,  and  the  Territories  of 
Hawaii  and  Alaska,  and  excludes  other  places.  Residence  may  be 
established  on  a  vessel  regularly  engaged  in  coastwise  trade,  but  the 
mere  fact  that  a  sailor  makes  his  home  on  a  vessel  flying  the  United 
States  flag  and  engaged  in  foreign  trade  is  not  suffident  to  establish 
residence  in  the  United  States,  even  though  the  vessel,  while  carry- 
ing on  foreign  trade,  touches  at  American  ports.  An  alien  seaman 
may  acquire  an  actual  residence  in  the  territorial  United  States 
within  the  rules  laid  down  in  article  1024,  although  the  nature  of  his 
calling  requires  him  to  be  absent  for  a  long  period  from  the  place 
where  his  residence  is  established.  An  alien  seaman  may  acquire 
such  a  residence  at  a  sailors^  boarding  house  or  hotel,  but  such  a 
claim  should  be  carefully  scrutinized  in  order  to  make  sure  that  such 
residence  is  bona  fide.  The  filing  of  Form  1078  or  taking  out  first 
citizenship  papers  is  proof  of  residence  in  the  United  States  from 
the  time  the  form  is  filed  or  the  papers  taken  out,  unless  rebutted  by 
other  evidence  showing  an  intention  to  be  a  transient.  The  fact  that 
a  head  tax  has  been  paid  on  behalf  of  an  alien  seaman  entering  the 
United  States  is  no  evidence  that  he  has  acquired  residence,  because 
the  head  tax  is  payable  unless  the  alien  who  is  entering  the  country 
is  merely  in  transit  through  the  country. 

Aet.  1024.  Proof  of  residence  of  alien.— The  following  rules  of  evi- 
dence shall  govern  in  determining  whether  or  not  an  alien  within 
the  United  States  has  acquired  residence  therein  within  the  meaning 
of  the  Act.  An  alien,  by  reason  of  his  alienage,  is  presumed  to  be  a 
nonresident  alien.    Such  presumption  may  be  overcome — 

(1)  In  the  case  of  an  alien  who  presents  himself  for  determination  of 
tax  liability  prior  to  departure  for  his  native  country,  by  (a)  proof 
that  the  alien,  at  least  six  months  prior  to  the  date  he  so  presents 
himself,  has  filed  a  declaration  of  his  intention  to  become  a  citizen 
of  the  United  States  under  the  naturalization  laws,  (b)  proof  that 
the  alien,  at  least  six  months  prior  to  the  date  he  so  presents  himself, 
has  filed  Form  1078  or  its  equivalent,  or  (c)  proof  of  acts  and  state- 
ments of  the  alien  showing  a  definite  intention  to  acquire  residence 
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in  the  United  States  or  showing  that  his  stay  in  the  United  States 
has  been  of  such  an  extended  nature  as  to  constitute  him  a  resident ; 

(2)  In  other  cases  by  (a)  proof  that  the  alien  has  filed  a  declara- 
tion of  his  intention  to  become  a  citizen  of  the  United  States  under 
the  naturalization  laws,  (h)  proof  that  the  alien  has  filed  Form  1078 
or  its  equivalent,  or  (c)  proof  of  acts  and  statements  of  an  alien 
showing  a  definite  intention  to  acquire  residence  in  the  United  States 
or  showing  that  his  stay  in  the  United  States  has  been  of  such  an 
extended  nature  as  to  constitute  him  a  resident. 

In  any  case  in  which  an  alien  seeks  to  overcome  the  presumption 
of  nonresidence  under  (1)  (c)  or  (2)  (c),  if  the  officer  who 
examines  the  alien  is  in  doubt  as  to  the  facts,  such  officer  may,  to 
assist  him  in  determining  the  facts,  require  an  affidavit  or  affidavits 
setting  forth  the  facts  relied  upon,  executed  by  some  credible  person 
or  persons,  other  than  the  alien  and  members  of  his  family,  who  have 
known  the  alien  at  least  six  months  prior  to  the  date  of  execution  of 
the  affidavit  or  affidavits. 

Art.  1025.  loss  of  residence  by  alien. — An  alien  who  has  acquired 
residence  in  the  United  States  retains  his  status  as  a  resident  until 
he  abandons  the  same  and  actually  departs  from  the  United  States. 
An  intention  to  change  his  residence  does  not  change  his  status  as  a 
resident  alien  to  that  of  a  nonresident  alien.  Thus  an  alien  who  has 
acquired  a  residence  in  the  United  States  is  taxable  as  a  resident  for 
the  remainder  of  his  stay  in  the  United  States. 

Art.  1026.  Duty  of  employer  to  determine  status  of  alien  employee. — 
If  wages  are  paid  to  aliens  without  withholding  the  tax,  except  as 
permitted  in  article  1072,  the  employer  should  be  prepared  to  prove 
the  status  of  the  alien  as  provided  in  the  foregoing  articles.  An 
employer  may  rely  upon  the  evidence  of  residence  afforded  by  the  fact 
that  an  alien  has  filed  Form  1078,  or  an  equivalent  certificate  of  the 
alien  establishing  residence.  An  employer  need  not  secure  Form 
1078  from  the  alien  if  he  is  satisfied  that  the  alien  is  a  resident  alien. 
An  employer  who  seeks  to  account  for  failure  to  withhold  in  the 
past,  if  he  had  not  at  the  time  secured  Form  1078  or  its  equivalent, 
is  permitted  to  prove  the  former  status  of  the  alien  by  any  competent 
evidence.  The  written  statement  of  the  alien  employee  may  ordi- 
narily be  relied  upon  by  the  employer  as  proof  that  the  alien  is  a 
resident  of  the  United  States. 

SEC.  212.  GROSS  INCOME. 

(a)  General  rule.— In  the  case  of  a  nonresident  aUen  individual  gross 
income  includes  only  the  gross  income  from  sources  within  the  United 
States. 
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(li)  Ships  under  foreign  tag. — Tbe  income  of  a  nonresident  alien 
individual  which  consists  exclusively  of  earnings  derived  from  the 
operation  of  a  ship  or  ships  documented  under  the  laws  of  a  foreign 
country  which  grants  an  equivalent  exemption  to  citizens  of  the  United 
States  and  to  corporations  organized  in  the  United  States,  shall  not 
be  included  in  gross  income  and  i^all  be  exempt  from  taxation  under 
this  title. 

Art.  1041.  Gross  income  of  nonresident  alien  individuals. — In  the  case 
of  nonresident  alien  individuals  "gross  income"  means  only  the 
gross  income  from  sources  within  the  United  States,  determined  under 
the  provisions  of  section  119.  (See  articles  671-684.)  The  items 
of  gross  income  from  sources  without  the  United  States  and  there- 
fore not  taxable  to  nonresident  aliens  are  described  in  section  119  (c) 
and  article  677.  As  to  who  are  nonresident  alien  individuals,  see 
articles  102^1026. 

Art.  1042.^  Ezclnsion  of  earnings  of  foreig^n  ships  from  g^oss  income. — 
So  much  of  the  income  from  sources  within  the  United  States  of  a 
nonresident  alien  individual  as  consists  of  earnings  derived  from 
the  operation  of  a  ship  or  ships  documented  under  the  laws  of  a 
foreign  country  which  grants  an  equivalent  exemption  to  citizens 
of  the  United  States  nonresident  in  such  foreign  country  and  to 
corporations  organized  in  the  United  States,  shall  not  be  included  in 
gross  income. 

(a)  The  following  is  an  incomplete  list  of  the  foreign  countries 
which  either  impose  no  income  .tax,  or,  in  imposing  such  tax,  exempt 
from  taxation  so  much  of  the  income  of  a  citizen  of  the  United  States 
nonresident  in  such  foreign  country  and  of  a  corporation  organized  in 
the  United  States  as  consists  of  earnings  derived  from  the  operation 
of  a  ship  or  ships  documented  under  the  laws  of  the  United  States: 
Argentina,  Bulgaria,  Canada,  Denmark,  Egypt,  France,  Germany, 
Great  Britain  and  Northern  Ireland,  Iceland,  Italy,  Japan,  the 
Netherlands,  Norway,  Paraguay,  Persia,  St.  Lucia,  Siam,  Straits 
Settlements,  Sweden,  and  Venezuela.  The  exemption  accorded  to 
Great  Britain  and  Northern  Ireland  does  not  extend  to  the  Irish  Free 
State  but  is  limited  to  residents  of  Great  Britain  and  Northern 
Ireland,  other  than  citizens  of  the  United  States,  and  to  corporations 
organized  under  and  existing  by  virtue  of  the  laws  of  the  United 
Kingdom. 

(b)  The  following  is  an  incomplete  list  of  the  foreign  countries 
which,  in  imposing  an  income  tax  upon  the  income  of  citizens  of  the 
United  States  nonresident  in  such  countries  or  of  corporations  or- 
ganized in  the  United  States,  do  not  exempt  from  taxation  the  earn- 
ings derived  from  the  operation  of  a  ship  or  ships  documented  under 
the  laws  of  the  United  States:  Antigua,  Belgium,  Brazil,  British 


^  See  T.  De.  4269.  4289,  and  4299,  pf».  365-366. 
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Honduras,  Costa  Eica,  Dominica,  Fiji,  Finland,  Greece,  Grenada, 
India,  Jamaica,  New  Zealand,  Peru,  St.  Vincent,  Spain,  Trinidad, 
and  Union  of  South  Africa. 

So  much  of  the  income  from  sources  within  the  United  States  of  a 
nonresident  alien  individual  as  consists  of  earnings  derived  from 
the  operation  of  a  ship  or  ships  documented  under  the  laws  of  any 
of  the  countries  in  the  first  list  is  not  required  to  be  included  in  the 
gross  income  of  such  nonresident  alien  individual  for  the  purpose 
of  Federal  income  tax.  The  income  from  sources  within  the  United 
States  of  a  nonresident  alien  individual  which  consists  of  earnings 
derived  from  the  operation  of  a  ship  or  ships  documented  under  the 
laws  of  any  of  the  countries  in  the  second  list  i^  required  to  be  in- 
cluded in  the  gross  income  of  such  nonresident  alien  individual  and  is 
subject  to  Federal  income  tax.  If  a  nonresident  alien  individual 
receives  income  from  sources  within  the  United  States  consisting  of 
earnings  derived  from  the  operation  of  a  ship  or  ships  documented 
under  the  laws  of  a  foreign  country  which  is  in  neither  list,  the 
amount  so  received  must  be  included  in  gross  income  unless  satis- 
factory proof  is  furnished  either  (a)  that  such  foreign  country 
imposes  no  income  tax,  or  (h)  if  an  income  tax  is  imposed  that  the 
foreign  statute  grants  an  equivalent  exemption  to  citizens  of  the 
United  States  nonresident  in  such  country  and  to  corporations 
organized  in  the  United  States. 

SEC.  213.  DEDUCTIONS. 

(a)  General  rule.— In  the  case  of  a  nonresident  alien  individual  the 
deductions  shall  be  allowed  only  if  and  to  the  extent  that  they  are 
connected  with  income  from  sources  within  the  United  States;  and  the 
proper  apportionment  and  allocation  of  the  deductions  with  respect 
to  sources  of  income  within  and  withoult  the  United  States  shaU  be 
determined  as  provided  in  section  119,  under  rules  and  regulations 
prescribed  by  the  Commissioner  with  the  approval  of  the  Secretary. 

(b)  Losses. — 

(1)  The  deduction,  for  losses  not  connected  with  the  trade  or 
business  if  incurred  in  transactions  entered  into  for  profit,  allowed 
by  section  23  (e)  (2)  shall  be  allowed  whether  or  not  connected 
with  income  from  sources  within  the  United  States,  but  only  if 
the  profit,  if  such  transaction  had  resulted  in  a  profit,  would  be 
taxable  under  this  title. 

(2)  The  deduction  for  losses  of  property  not  connected  with 
the  trade  or  business  if  arising  from  certain  casualties  or  theft, 
allowed  by  section  23  (e)  (3),  shall  be  allowed  whether  or  not 
connected  with  income  from  sources  within  the  United  States,  but 
only  if  the  loss  is  of  property  within  the  United  States. 

(c)  Charitable,  etc.,  contributions.— The  so-called  "charitable  con- 
tribution "  deduction  allowed  by  section  23  (n)  shaU  be  aUowed  whether 
or  not  connected  with  income  from  sources  within  the  United  States, 
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but  only  as  to  contributions  or  gifts  made  to  domestic  corporations, 
or  to  community  chests,  funds,  or  foundations,  created  in  tbe  United 
States,  or  to  the  vocational  rehabilitation  fund. 

Abt.  1051.  Deductions  allowed  nonresident  aKen  individnals. — ^In  the 
case  of  a  nonresident  alien  individual  the  deductions  allowed  by 
section  23  for  business  expenses,  interest,  taxes,  losses  in  trade,  bad 
debts,  depreciation,  and  depletion  are  allowed  only  if  and  to  the 
extent  that  they  are  connected  with  income  from  sources  within  the 
United  States.  (See  also  secticm  215  and  article  1071.)  In  the  case  of 
such  taxpayers,  however,  (1)  losses  sustained  during  the  taxable  year 
and  not  compensated  for  by  insurance  or  otherwise,  if  incurred  in  any 
transaction  entered  into  for  profit,  though  not  connected  with  the 
trade  or  business,  are  deductible  only  if  and  to  the  extent  that  the 
profit,  if  such  transaction  had  resulted  in  a  profit,  would  have  been 
taxable  as  income  from  sources  within  the  United  States;  (2)  losses 
sustained  during  the  taxable  year  of  property  not  connected  with  the 
trade  or  business  if  arising  from  fires,  storms,  shipwreck,  or  other 
casualty,  or  from  theft,  and  if  not  compensated  for  by  insurance  or 
otherwise,  are  deductible  only  if  the  property  was  located  within  the 
United  States;  and  (3)  contributions  or  gifts  made  within  the  tax- 
able year  are  deductible  only  if  made  to  domestic  corporations  or  to 
community  chests,  funds,  or  foundations,  created  in  the  United  States 
of  the  type  specified  in  section  23  (n)  and  article  261,  or  to  the  voca- 
tional rehabilitation  fund,  subject  to  the  limitation  provided  in 
section  23  (n). 

Losses  embraced  under  clause  (2)  of  the  preceding  paragraph  are 
deductible  in  full  from  items  of  gross  income  specified  as  being 
derived  in  full  from  sources  within  the  United  States,  and,  if  greater 
than  the  sum  of  such  items,  the  unabsorbed  loss  may  be  deducted 
from  the  income  apportioned  to  sources  within  the  United  States 
under  the  provisions  of  article  682.  Losses  embraced  under  clause 
(1)  are  deductible  in  full  (as  provided  in  article  680  or  article  681) 
when  the  profit  from  the  transaction,  if  it  had  resulted  in  a  profit, 
would  have  been  taxable  in  full  as  income  from  sources  within  the 
United  States,  but  should  be  deducted  under  the  provisions  of  article 
682  when  the  profit  from  the  transaction,  if  it  had  resulted  in  profit, 
would  have  been  taxable  only  in  part. 

SEC.  214.  CREDITS  AGAINST  NET  INCOME. 

In  the  case  of  a  nonresident  aliem  Individual  the  personal  exemption 
allowed  by  section  25  (c)  of  this  title  shall  be  only  $1,500.  The  credit 
for  dependents  allowed  by  section  25  (d)  shall  not  be  allowed  in  the 
case  of  a  nonresident  alien  individual  unless  he  is  a  resident  of  a 
contiguous  country.    These  credits  shall  be  determined  by  the  status 
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of  the  taxpayer  on  the  last  day  of  the  taxable  year,  except  that  in 
case  of  death  the  rule  provided  in  section  25  (e)   (3)  shall  be  applied. 

Abt.  1061.  Credits  to  nonresident  alien  individual. — The  personal 
exemption  allowed  as  a  credit  against  net  income  by  section  25  (c) 
shall  be  $1,500  in  the  case  of  a  nonresident  alien  individual  irrespec- 
tive of  marital  status.  The  credit  for  dependents  provided  by  sec- 
tion 25  (d)  is  allowed  to  nonresident  alien  individuals  only  if  they 
are  residents  of  Canada  or  Mexico.  The  credit  for  dependents 
shall  be  determined  by  the  status  of  the  taxpayer  at  the  end  of  the 
taxable  year  except  that  in  case  of  death  the  rule  provided  in  section 
25  (e)  (3)  shall  be  applied. 

SEC.  215.  ALLOWANCE  OF  DEDUCTIONS  AND   CREDITS. 

(a)  Return  to  contain  information. — ^A  nonresident  alien  individual 
shall  receive  the  benefit  of  the  deductions  and  credits  allowed  to  him 
in  this  title  only  by  filing  or  causing  to  be  filed  with  the  collector  a  true 
and  accurate  return  of  his  total  income  received  from  all  sources  in 
the  United  States,  in  the  manner  prescribed  in  this  title;  including 
therein  all  the  information  which  the  Commissioner  may  deem  neces- 
sary for  the  calculation  of  such  deductions  and  credits. 

(b)  Tax  withheld  at  source. — ^The  benefit  of  the  personal  exemption 
and  credit  for  dependents,  and  of  the  reduced  rate  of  tax  provided  for 
in  section  211  (b),  may,  in  the  discretion  of  the  Commissioner  and 
under  regulations  prescribed  by  him  with  the  approval  of  the  Secre- 
tary, be  received  by  a  nonresident  alien  individual  entitled  thereto, 
by  filing  a  claim  therefor  with  the  withholding  agent. 

Art.  1071.  Allowance  of  deductions  and  credits  to  nonresident  alien 
individuals. — ^Unless  a  nonresident  alien  individual  shall  file,  or  <;ause 
to  be  filed  with  the  collector,  a  true  and  accurate  return  of  income  from 
sources  within  the  United  States,  regardless  of  amount,  the  tax 
shall  be  collected  on  the  basis  of  the  gross  income  (not  the  net  in- 
come) from  sources  within  the  United  States.  Where  a  nonresident 
alien  has  various  sources  of  income  within  the  United  States,  so 
that  from  any  one  source  or  from  all  sources  combined  the  amount 
of  income  shall  call  for  the  assessment  of  a  surtax,  and  a  return  of 
income  shall  not  be  filed  by  him  or  on  his  behalf,  the  Commissioner 
will  cause  a  return  of  income  to  be  made  and  include  therein  the  in- 
come of  such  nonresident  alien  from  all  sources  concerning  which 
he  has  information,  and  he  will  assess  the  tax  and  collect  it  from  one 
or  more  of  the  sources  of  income  of  such  nonresident  alien  within 
the  United  States,  without  allowance  for  deductions  or  credits.  The 
benefit  of  the  credits  allowed  against  net  income  for  the  purpose  of 
the  normal  tax  may  be  claimed  by  a  nonresident  alien  only  in  his 
individual  return,  except  that  the  personal  exemption  (and  credit 
for  dependents  in  the  case  of  a  resident  of  Canada  or  Mexico) 
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may  be  obtained  by  filing  a  claim  therefor  with  the  withholding 
agent  in  accordance  with  the  provisions  of  articles  764  and  1072. 

Art.  1072.  Allowance  of  personal  exemption  to  nonresident  alien  em- 
ployee.—A  nonresident  alien  employee  may  claim  the  benefit  of  the 
personal  exemption  (sections  25  and  214)  by  filing  with  his  employer 
Form  1115  duly  filled  in  and  executed  under  oath.    If  the  alien  em- 
ployee is  a  resident  of  Canada  or  Mexico,  he  may  also  obtain  the 
benefit  of  the  credit  for  dependents  '(sections  25  and  214)  and  the 
benefit  of  the  reduced  rates  of  tax  (section  211  (b) )  by  filing  Form 
1115  with  his  employer.    On  the  filing  of  such  a  claim  the  employer 
shall  examine  it.    If  on  such  examination  it  appears  that  the  claim 
is  in  due  form,  that  it  contains  no  statement  which  to  the  knowledge 
of  the  employer  is  untrue,  that  such  employee  on  the  face  of  the 
claim  is  entitled  to  credit,  and  that  such  credit  has  not  yet  been  ex- 
hausted, such  employer  need  not  until  such  credit  is  in  fact  exhausted 
withhold  any  tax  from  payments  of  salary  or  wages  made  to  such 
employee.     Every  employer  with  whom  claims  on  Form  1115  are 
filed  by  employees  shall  preserve  such  claims  until  the  following 
calendar  year,  and  shall  then  file  them,  attached  to  his  annual  with^ 
holding  return  on  Form  1042,  with  the  collector  on  or  before  March 
15.    In  case,  however,  when  the  following  calendar  year  arrives  such 
employer  has  no  withholding  to  return,  he  shaU  forward  all  such 
claims  directly  to  the  Commissioner,  with  a  letter  of  transmittal,  on 
or  before  March  15.    Where  any  tax  is  withheld  the  employer  in 
every  instance  shall  show  on  the  pay  envelope  or  shall  furnish  some 
other  memorandum  showing  the  name  of  the  employee,  the  date,  and 
the  amount  withheld.    This  article  applies  only  to  payments  of  com- 
pensation by  an  employer  to  an  employee.    (See  further  section  144 
and  articles  761-770.) 

SEC.  216.  CREDITS  AGAINST  TAX. 

A  Booresleleiit  alien  indlvidaal  shall  not  be  allowed  the  credits 
against  the  tax  for  taxes  of  foreign  countries  and  possessions  of  the 
United  States  allowed  by  section  131. 


SEC.  217.  RETURNS. 

In  the  case  of  a  nonresident  alien  individual  the  return,  in  lieu  of      • 
the  time  prescHbed  in  section  53  (a)   (1),  shall  be  made  on  or  before 
the  fifteenth  day  of  the  sixth  month  following  the  close  of  the  fiscal 
year,  or,  if  the  return  is  made  on  the  basis  of  the  calendar  year, 
then  on  or  before  the  fifteenth  day  of  June. 

Abt.  1081.  Bctuni  of  income  of  nonrendent  alien  mdividiials.--Ee- 
tums  in  the  case  of  nonresident  alien  individuals  must  be  made  on 
or  before  the  fifteenth  day  of  the  sixth  month  following  the  close 
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of  the  fiscal  year  or  on  or  before  the  15th  day  of  June,  if  on  the 
basis  of  the  calendar  year.  A  nonresident  alien  individual  shall 
make  or  have  made  a  full  and  accurate  return  on  Form  1040  B 
of  his  income  received  from  sources  within  the  United  States,  re- 
gardless of  amount,  unless  the  tax  on  such  income  has  been  fully 
paid  at  the  source.  The  responsible  representatives  or  agents  of 
nonresident  aliens  in  connection  with  any  sources  of  income  which 
such  nonresident  aliens  may  have  within  the  United  States  shall 
make  a  return  of  the  income  from  such  sources,  and  shall  pay  any 
normal  tax  or  surtax  assessed  upon  the  income  received  by  them 
in  behalf  of  their  nonresident  alien  principals,  in  all  cases  where 
the  tax  on  income  so  in  their  receipt,  custody,  or  control  shall  not 
have  been  withheld  at  the  source.  The  agency  appointment  will 
determine  how  completely  the  agent  is  substituted  for  the  prin- 
cipal for  tax  purposes.  A  bank  or  trust  company  which  collects 
interest  or  dividends  on  deposited  securities  of  a  nonresident  alien, 
executes  ownership  certificates  in  connection  therewith,  and  sells 
such  securities  under  special  instructions  shall  not  be  deemed  merely 
by  reason  of  such  acts  to  be  the  responsible  representative  or  agent 
of  the  nonresident  alien,  and  shall  not  be  required  to  make  a  re^ 
turn  of  the  income  received  by  it  in  connection  with  such  deposited 
securities  or  to  pay  any  tax  thereon,  except  in  cases  where 
the  amount  of  such  income  is  $1,500  or  over,  unless  specially  ap- 
pointed for  that  purpose  or  unless  by  reason  of  other  facts  it  has 
become  such  responsible  representative  or  agent.  Where  upon  filing 
a  return  of  income  it  appears  that  a  nonresident  alien  is  not  liable 
for  tax,  but  nevertheless  a  tax  shall  have  been  withheld  at  the  source, 
in  order  to  obtain  a  refund  on  the  basis  of  the  showing  made  by  the 
return  there  should  be  attached  to  it  a  statement  showing  accurately 
the  amounts  of  tax  withheld,  with  the  names  and  post-office  addresses 
of  all  withholding  agents.     (See  article  764.) 

SEC.  218.  PAYMENT  OF  TAX. 

(a)  Time  of  payment. — In  the  case  of  a  nonresident  alien  individual 
the  total  amount  of  tax  imposed  by  this  title  shall  be  paid,  in  Ueu  of 
the  time  prescribed  in  section  56  (a),  on  the  fifteenth  day  of  Jnne 
following  the  close  of  the  calendar  year,  or,  if  the  return  should  be 
made  on  the  basis  of  a  fiscal  year,  then  on  the  fifteenth  day  of  the  sixth 
mouth  following  the  close  of  the  fiscal  year. 

(b)  Withholding  at  source. — For  withholding  at  source  of  tax  o& 
income  of  nonresident  aliens,  see  section  144. 

Abt.  1091.  Date  on  whicli  tax  shall  be  paid  by  nonresident  alien 
individual. — In  the  case  of  a  nonresident  alien  individual  the  tax  is 
to  be  paid  on  or  before  the  fifteenth  day  of  June  following  the  close 
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Of  the  calendar  year,  or,  where  the  return  is  made  on  the  basis  of  a 
fiscal  year,  on  or  before  the  fifteenth  day  of  the  sixth  month  following 
the  close  of  the  fiscal  year.  As  to  payment  of  the  tax  in  installments, 
see  article  431. 

SUPPLEMENT  I — ^POKEIGN    COlOHmATIONB 

SEC.  231.  GROSS  INCOME. 

(a)  General  rale. — In  the  case  of  a  foreign  corporation  gross  income 
includes  only  the  gross  income  from  sources  within  the  United  States. 

(h)  Ships  under  foreign  ilag. — ^The  income  of  a  foreign  corporation, 
which  consists  exclusiTcly  of  earnings  derived  from  the  operation  of  a 
ship  or  ships  documented  under  the  laws  of  a  foreign  country  which 
grants  an  equivalent  exemption  to  citizens  of  the  United  States  and  to 
corporations  organized  in  the  United  States,  shall  not  be  included  in 
gross  income  and  shall  be  exempt  from  taxation  under  this  title. 

Art.  1101.  Gross  income  of  foreign  corporations. — ^The  gross  income 
of  a  foreign  corporation,  including  a  mutual  insurance  company 
other  than  a  life  insurance  company,  means  its  gross  income  from 
sources  within  the  United  States,  as  defined  and  described  in  section 
110  and  articles  671-684.  A^  to  foreign  life  insurance  companies, 
see  article  977. 

Abt.  1102.  Exclnsion  of  earnings  of  foreign  ships  from  gross  income. — 
A  foreign  corporation  may  exclude  from  gross  income  under  section 
231  (b)  so  much  of  its  income  from  sources  within  the  United 
States  as  consists  of  earnings  derived  from  the  operation  of  a  ship 
or  ships  documented  under  the  laws  of  a  foreign  country,  to  the  same 
extent  as  nonresident  alien  individuals  as  prodded  in  article  1042. 

SEC.  232.  DEDUCTIONS. 

In  the  case  of  a  foreign  corporation  the  deductions  shall  be  allowed 
only  if  and  to  the  extent  that  they  are  connected  with  income  from 
sources  within  the  United  States;  and  the  proper  apportionment  and 
allocation  of  the  deductions  with  respect  to  sources  within  and  without 
the  United  States  shall  be  determined  as  provided  in  section  119,  under 
rules  and  regulations  prescribed  by  the  Commissioner  with  the  approval 
of  the  Secretary. 

Abt.  1111.  BecLnctions  allowed  foreign  corporations. — Foreign  corpo- 
rations are  allowed  the  same  deductions  from  their  gross  income 
arising  from  sources  within  the  United  States  as  are  allowed  to 
domestic  corporations  to  the  extent  that  such  deductions  are  connected 
with  such  gross  income.  The  proper  apportionment  and  allocation  of 
the  deductions  with  respect  to  sources  within  and  without  the  United 
States  shaU  be  determined  as  provided  in  section  119  and  articles 
680-684.    As  to  foreign  life  insurance  companies,  see  article  977. 
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SEC.  233.  ALLOWANCE   OF  DEDUCTIONS  AND   CREDITS. 

A  foreign  corporation  shall  receive  the  benefit  of  the  deductions  and 
credits  allowed  to  it  in  this  title  only  by  filing  or  causing  to  be  filed 
with  the  collector  a  true  and  accurate  return  of  its  total  income  re- 
ceived from  all  sources  in  the  United  States,  in  the  manner  prescribed 
in  this  title;  including  therein  all  the  information  which  the  Commis- 
sioner may  deem  necessary  for  the  calculation  of  such  deductions  and 
credits. 

SEC.  234.  CREDITS  AGAINST  TAX. 

Foreign  corporations  shall  not  be  allowed  the  credits  against  the  tax 
for  taxes  of  foreign  countries  and  possessions  of  the  United  States 
allowed  by  section  131. 

SEC.  235.  RETURNS. 

In  the  case  of  a  foreign  corporation  not  having  any  oflSce  or  place  of 
business  in  the  United  States  the  return,  in  lieu  of  the  time  prescribed 
in  section  53  (a)  (1),  shall  be  made  on  or  before  the  fifteenth  day  of 
the  sixth  month  following  the  close  of  the  fiscal  year,  or,  if  the  return 
is  made  on  the  basis  of  the  calendar  year  then  on  or  before  the  fifteenth 
day  of  June.  If  any  foreign  corporation  has  no  office  or  place  of  busi- 
ness in  the  United  States  but  has  an  agent  in  the  United  States,  the 
return  shall  be  made  by  the  agent. 


SEC.  236.  PAYMENT  OF  TAX. 

(a)  Time  of  payment. — In  the  case  of  a  foreign  corporation  the  total 
amount  of  tax  imposed  by  this  title  shall  be  paid,  in  lieu  of  the  time 
prescribed  in  section  56  (a),  on  the  fifteenth  day  of  June  following  the 
close  of  the  calendar  year,  or,  if  the  return  should  be  made  on  the  basis 
of  a  fiscal  year,  then  on  the  fifteenth  day  of  the  sixth  month  following 
the  close  of  the  fiscal  year. 

(b)  Withholding  at  source. — For  withholding  at  source  of  tax  on 
income  of  foreign  corporations,  see  section  144. 

Art.  1121.  Date  on  which  tax  shall  be  paid  by  foreign  corporations. — 
In  the  case  of  a  foreign  corporation  the  tax  is  to  be  paid  on  or  before 
the  fifteenth  day  of  June  following  the  close  of  the  calendar  j'^ear,  or, 
where  the  return  is  made  on  the  basis  of  a  fiscal  year,  on  or  before  the 
fifteenth  day  of  the  sixth  month  following  the  close  of  the  fiscal  year. 
As  to  payment  of  the  tax  in  installments,  see  article  431. 

SEC.  237.  FOREIGN  INSURANCE  COMPANIES. 

For  special  provisions  relating  to  foreign  insurance  companies,  see 
Supplement  G. 

SEC.  238.  AFFILIATION. 

A  foreign  corporation  shall  not  be  deemed  to  be  affiliated  with  any 
other  corporation  within  the  meaning  of  section  141  or  142. 
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SEC.  251.  INCOME  FROM   SOURCES   WITHIN  POSSESSIONS   OP 
UNITED  STATES. 

(a)  General  mle.— In  the  case  of  citizens  of  tlie  United  States  or 
domestic  corporations,  satisfying  the  following  conditions,  gross  income 
means  only  gross  income  from  sources  within  the  United  States 

(1)  If  80  per  centum  or  more  of  the  gross  income  of  such  citizen 
or  domestic  corporation  (computed  without  the  benefit  of  this  sec- 
tion), for  the  three-year  period  immediately  preceding  the  close  of 
the  taxable  year  (or  for  such  part  of  such  period  immediately 
preceding  the  close  of  such  taxable  year  as  may  be  applicable) 
was  derived  from  sources  within  a  possession  of  the  United  States; 
and 

(2)  If,  in  the  case  of  such  corporation,  50  per  centum  or  more 
of  its  gross  income  (computed  without  the  benefit  of  this  section) 
for  such  period  or  such  part  thereof  was  derived  from  the  active 
conduct  of  a  trade  or  business  within  a  possession  of  the  United 
States;  or 

(3)  If,  in  case  of  such  citizen,  50  per  centum  or  more  of  his 
gross  income  (computed  without  the  benefit  of  this  section)  for 
such  period  or  such  part  thereof  was  derived  from  the  active 
conduct  of  a  trade  or  business  within  a  possession  of  the  United 
States  either  on  his  own  account  or  as  an  employee  or  agent  of 
another. 

(b)  Amounts  received  in  ITnitcd  States.— Notwithstanding  the  provi- 
sions of  subsection  (a)  there  shall  be  included  in  gross  income  all 
amounts  received  by  such  citizens  or  corporations  within  the  United 
States,  whether  derived  from  sources  within  or  without  the  United 
States. 

(c)  Definition.— As  used  in  this  section  the  term  "possession  of  the 
United  States"  does  not  include  the  Virgin  Islands  of  the  United 
States. 

(d)  Deductions. — 

(1)  Citizens  of  the  United  States  entitled  to  the  benefits  of  this 
section  shall  have  the  same  deductions  as  are  allowed  by  Supple- 
ment H  in  the  case  of  a  nonresident  alien  individual. 

(2)  Domestic  corporations  entitled  to  the  benefits  of  this  section 
shaU  have  the  same  deductions  as  are  allowed  by  Supplement  I  in 
the  case  of  a  foreign  corporation. 

(e)  Credits  against  net  income.— 

(1)  CmzEws.— A  citizen  of  the  United  States  entitled  to  the  bene- 
fits of  this  section  shall  be  aUowed  a  personal  exemption  of  only 
$1,500  and  shaU  not  be  allowed  the  credit  for  dependents  provided 
in  section  25  (d).  The  personal  exemption  shall  be  determined  by 
the  status  of  the  taxpayer  on  the  last  day  of  the  taxable  year,  ex- 
cept that  in  case  of  death  the  rule  provided  in  section  25  (e) '  (3) 
shall  be  apfdied. 

(2)  A  domestic  corporation  entitled  to  the  benefits  of  this  Bee- 
tion  shall  not  be  allowed  the  specific  credit  of  $3,000  provided  in 
section  26. 
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(f)  Allowance  of  deductions  and  credits. — Citizens  of  the  United 
States  and  domestic  corporations  entitled  to  the  benefits  of  this  section 
shall  receive  the  benefit  of  the  deductions  and  credits  allowed  to  them 
in  this  title  only  by  filing  or  causing  to  be  filed  with  the  collector  a  true 
and  accurate  return  of  their  total  income  received  from  all  sources 
in  the  United  States,  in  the  manner  prescribed  in  this  title;  including 
therein  all  the  information  which  the  Commissioner  may  deem  necessary 
for  the  calculation  of  such  deductions  and  credits. 

(g)  Credits  against  tax.— Persons  entitled  to  the  benefits  of  this 
section  shall  not  be  allowed  the  credits  against  the  tax  for  taxes  of 
foreign  countries  and  possessions  of  the  United  States  allowed  by  sec- 
tion 131. 

(h)  Affiliation.— A  corporation  entitled  to  the  benefits  of  this  section 
shall  not  be  deemed  to  be  aflSliated  with  any  other  corporation  within 
the  meaning  of  section  141  or  142. 

Art.  1131.  Citizens  of  the  United  States  and  domestic  corporations 
deriving  income  from  sources  within  a  possession  of  the  United  States. — 
In  the  case  of  a  citizen  of  the  United  States  or  a  domestic  corporation 
satisfying  the  following  conditions,  gross  income  means  only  gross 
income  from  sources  within  the  United  States — 

(1)  If  80  per  cent  or  more  of  the  gross  income  of  such  citizen  or 
domestic  corporation  (computed  without  the  benefit  of  section  251) 
for  the  three-year  period  immediately  preceding  the  close  of  the  tax- 
able year  (or  for  such  part  of  such  period  immediately  preceding  the 
close  of  such  taxable  year  as  may  be  applicable)  was  derived  from 
sources  within  a  possession  of  the  United  States,  and 

(2)  If  50  per  cent  or  more  of  the  gross  income  of  such  citizen  or 
domestic  corporation  (computed  without  the  benefit  of  section  251) 
for  such  period  or  such  part  thereof  was  derived  from  the  active 
conduct  of  a  trade  or  business  within  a  possession  of  the  United 
States.  In  the  case  of  a  citizen,  the  trade  or  business  may  be  con- 
ducted on  his  own  account  or  a^  an  employee  or  agent  of  another. 

For  a  determination  of  the  income  from  sources  within  the  United 
States,  see  section  119  and  articles  671-684.  A  citizen  entitled  to 
the  benefits  of  section  251  is  required  to  file  with  his  individual  return 
the  schedule  on  Form  1040  E. 

Example:  On  July  1,  1928,  A,  who  is  a  citizen  of  the  United 
States,  went  to  Porto  Rico  and  established  a  business  there  which 
he  actively  conducted  during  the  remainder  of  that  year.  His 
gross  income  from  the  business  during  such  period  was  $20,000.  In 
addition,  he  made  a  profit  of  $12,000  from  the  sale  during  the  latter 
part  of  1928  of  some  Porto  Rican  real  estate  not  connected  with  his 
trade  or  business.  In  the  first  six  monthai  of  1928  he  also  derived 
$8,000  gross  income  from  rental  property  located  in  the  United  States. 
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He  derived  a  like  amount  of  gross  income  from  such  property  during 
the  last  six  months  of  1928.  Inasmuch  as  for  the  applicable  part 
(July  1,  1928,  to  December  31,  1928)  of  the  three-year  period  imme- 
diately preceding  the  close  of  the  taxable  year,  80  per  cent  of  A's 
gross  income  ($32,000,  or  80  per  cent  of  $40,000)  was  derived  from 
sources  within  a  possession  of  the  United  States  and  2^  50  per  cent 
or  more  of  his  gross  income  ($20,000,  or  50  per  cent  of  $40,000)  for 
such  part  of  the  three-year  period  was  derived  from  the  active  con- 
duct of  a  trade  or  business  within  a  possession  of  the  United  States, 
he  i^  required  to  report  in  gross  income  in  his  return  for  1928  only 
the  gross  income  derived  by  him  from  sources  within  the  United 
States  ($16,000  from  the  rental  property  located  in  the  United 
States). 

Akt.  1132.  Jnoome  received  withiii  the  TTiiited  States.— Notwithstand- 
ing the  provisions  of  section  251  (a)  and  article  1131,  there  shall 
be  included  in  the  gross  income  of  citizens  and  domestic  corpora- 
tions therein  specified  all  amounts,  whether  derived  from  sources 
within  or  without  the  United  States,  which  are  received  by  such 
dtiiens  or  corporations  within  the  United  States.  But  see  section 
116  (a).  From  the  amounts  so  included  in  gross  income  there  shall 
be  deducted  only  the  expenses  properly  apportioned  or  allocated 
thereto.  The  term  "  United  States "  as  used  herein  includes  only 
the  States,  ihe^  Territories  of  Alaska  and  Hawaii,  and  the  District 
of  Columbia.  The  term  "  possession  of  the  United  States  "  as  used 
in  section  251,  article  1131,  and  this  article  includes  Porto  Eico,  the 
Philippine  Islands,  the  Panama  Canal  Zone,  Guam,  Tutuila,  Wake, 
and  Pahnyra ;  it  does  not  include  the  Virgin  Islands. 

Akt.  1133.  Deductions  allowed  citizens  and  domestic  corporations  enti- 
tled to  the  benefits  of  section  251.— In  the  case  of  a  citizen  entitled  to 
the  benefits  of  section  251,  the  deductions  allowed  by  section  23  for 
business  expenses,  interest,  taxes,  losses  in  trade,  bad  debts,  deprecia- 
tion,  and  depletion  are  allowed  only  if  and  to  the  extent  that  they 
are  connected  with  income  from  sources  within  the  United  States. 
The  provisions  of  article  1051  relating  to  the  allowance  to  nonresi- 
dent alien  individuals  of  the  deductions  provided  in  paragraphs  (2) 
and  (3)  of  section  23  (e)  for  losses  not  connected  with  the  trade  or 
business  are  applicable  in  the  case  of  citizens  entitled  to  the  benefits 
of  section  251.  The  provisions  of  that  article  pertaining  to  the 
allowance  to  nonresident  alien  individuals  of  deductions  for  con- 
tributions provided  in  section  23  (n)  are  also  applicable  in  the  case 
of  such  citizens.  Corporations  entitled  to  the  benefits  of  section  251 
are  allowed  the  same  deductions  from  their  gross  income  arising  from 
sources  within  the  United  States  as  are  allowed  to  domestic  corpora- 
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tions  to  the  extent  that  such  deductions  are  connected  with  such  gross 
income.  The  proper  apportionment  and  allocation  of  the  deductions 
with  respect  to  sources  within  and  without  the  United  States  shall 
be  determined  as  provided  in  section  119  and  articles  680-684. 

Art.  1134.  Allowance  of  deductions  and  credits  to  citizens  and  domestic 
corporations  entitled  to  the  benefits  of  section  251.— Unless  a  citizen  of 
the  United  States  or  a  domestic  corporation  entitled  to  the  benefits  of 
section  251  shall  file,  or  cause  to  be  filed  with  the  collector,  a  true 
and  accurate  return  of  income  from  sources  within  the  United  States, 
regardless  of  amount,  the  tax  shall  be  collected  on  the  basis  of  the 
gross  income  (not  the  net  income)  from  sources  within  the  United 
States.  Where  such  a  citizen  or  corporation  has  various  sources  of 
income  within  the  United  States  so  that  from  any  one  source  or  from 
all  sources  combined  the  amount  of  income  shall  call  for  the  assess- 
ment of  a  tax,  and  a  return  of  income  shall  not  be  filed  by  or  on 
behalf  of  the  citizen  or  corporation,  the  Commissioner  will  cause  a 
return  of  income  to  be  made  and  include  therein  the  income  of  such 
citizen  or  corporation  from  all  sources  concerning  which  he  has 
information,  and  he  will  assess  the  tax  and  collect  it  from  one  or 
more  of  the  sources  of  income  of  such  citizen  or  corporation  within 
the  United  States  without  allowance  for  deductions  or  credits. 

SEC.  252.  CITIZENS  OF  POSSESSIONS  OF  UNITED  STATES. 

(a)  Any  individual  who  is  a  citizen  of  any  possession  of  the  United 
States  (but  not  otherwise  a  citizen  of  the  United  States)  and  who  is 
not  a  resident  of  the  United  States,  shall  be  subject  to  taxation  under 
this  title  only  as  to  income  derived  from  sources  within  the  United 
States,  and  in  such  case  the  tax  shall  be  computed  and  paid  in  the 
game  manner  and  subject  to  the  same  conditions  as  in  the  case 
of  other  persons  who  are  taxable  only  as  to  income  derived  from  such 
sources. 

(b)  Nothing  in  this  section  shall  be  construed  to  alter  or  amend  the 
provisions  of  the  Act  entitled  "An  Act  making  appropriations  for  the 
naval  service  for  the  fiscal  year  ending  June  30,  1922,  and  for  other 
purposes,"  approved  July  12,  1921,  relating  to  the  imposition  of  income 
taxes  in  the  Virgin  Islands  of  the  United  States. 

Art.  1141.  Status  of  citizens  of  United  States  possession. — ^A  citizen  of 
a  possession  of  the  United  States  (except  the  Virgin  Islands),  who 
is  not  otherwise  a  citizen  or  a  resident  of  the  United  States,  includ- 
ing only  the  States,  the  Territories  of  Alaska  and  Hawaii,  and  the 
District  of  Columbia,  is  treated  for  the  purpose  of  the  tax  as  if  he 
were  a  nonresident  alien  individual.  (See  sections  211-218  and 
articles  1021-1091.)  His  income  from  sources  within  the  United 
States  is  subject  to  withholding.  (See  section  144  and  articles  761- 
770.)    The  Act  referred  to  in  section  252  (b)  provides  that  income 
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tax  laws  then  or  thereafter  in  force  in  the  United  States  shall  apply 
to  the  Virgin  Islands,  but  that  the  taxes  shall  be  paid  into  the 
treasury  of  the  Virgin  Islands.  Accordingly,  persons  are  taxed  there 
under  the  provisions  of  the  Eevenue  Act  of  1928. 

SUPPLEMENT  K CHINA   TBADE   ACT    CORPORATIONS 

SEC.  261.  CREDIT  AGAINST  NET  INCOME. 

(a)  AUowance  of  credit.— For  the  purpose  only  of  the  tax  imposed  by 
section  13  there  shall  be  allowed,  in  the  case  of  a  corporation  organized 
nndeF  the  China  Trade  Act,  1922,  in  addition  to  the  credits  provided  in 
section  26,  a  credit  against  the  net  income  of  an  amount  equal  to  the 
proportion  of  the  net  income  derived  from  sources  within  China  (deter- 
mined in  a  similar  manner  to  that  provided  in  section  119)  which  the 
par  value  of  the  shares  of  stock  of  the  corporation  owned  on  the 
last  day  of  the  taxable  year  by  (1)  persons  resident  in  China,  the 
United  States,  or  possessions  of  the  United  States,  and  (2)  Individual 
citizens  of  the  United  States  or  China  wherever  resident,  bears  to  the 
par  value  of  the  whole  number  of  shares  of  stock  of  the  corporation 
outstanding  on  such  date:  Provided,  That  in  no  case  shall  the  amount 
by  which  the  tax  imposed  by  section  13  is  diminished  by  reason  of 
such  credit  exceed  the  amount  of  the  special  dividend  cei-tified  under 
subsection  (b)  of  this  section. 

(h)  Special  dividend.— Such  credit  shall  not  be  allowed  unless  the 
Secretary  of  Commerce  has  certified  to  the  Commissioner— 

(1)  The  amount  which,  during  the  year  ending  on  the  date 
fixed  by  law  for  filing  the  return,  the  corporation  has  distributed 
as  a  special  dividend  to  or  for  the  benefit  of  such  persons  as  on  the 
last  day  of  the  taxable  year  were  resident  in  China,  the  United 
States,  or  possessions  of  the  United  States,  or  were  individual  citi- 
zens of  the  United  States  or  China,  and  owned  shares  of  stock  of 
the  corporation ; 

(2)  That  such  special  dividend  was  in  addition  to  all  other 
amounts,  payable  or  to  be  payable  to  such  persons  or  for  their  bene- 
fit, by  reason  of  their  interest  in  the  corporation ;  and 

(3)  That  such  distribution  has  been  made  to  or  for  the  benefit  of 
such  persons  in  proportion  to  the  par  value  of  the  shares  of  stock 
of  the  corporation  owned  by  each;  except  that  if  the  corporation 
has  more  than  one  class  of  stock,  the  certificates  shaU  contain  a 
statement  that  the  articles  of  incorporaUon  provide  a  method  for 
the  apportionment  of  such  special  dividend  among  such  persons, 
and  that  the  amount  certified  has  been  distributed  in  accordance 
with  the  method  so  provided. 

(c)  Ownership  of  stock.— For  the  purposes  of  this  section  shares  of 
stock  of  a  corporation  shall  be  considered  to  be  owned  by  the  person 
in  whom  the  equitable  right  to  the  income  from  such  shares  is  in  good 
faith  vested. 

(d)  Definition  of  China.— As  used  in  this  section  the  term  "  China  " 
shall  have  the  same  meaning  as  when  used  in  the  China  Trade  Act 
1922. 
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SEC.  262.  CREDITS  AGAINST  THE  TAX. 

A  corporation  organized  under  the  China  Trade  Act,  1922,  shall 
not  be  allowed  the  credits  against  the  tax  for  taxes  of  foreign  coun- 
tries and  possessions  of  the  United  States  allowed  by  section  131. 

SEC.  263.  AFFILIATION. 

A  corporation  organized  under  the  China  Trade  Act,  1922,  shaU 
not  be  deemed  to  be  aflUiated  with  any  other  corporation  within  the 
meaning  of  section  141  or  142. 

SEC.  264.  INCOME  OF  SHAREHOLDERS. 

For  exclusion  of  dividends  from  gross  income,  see  section  116. 
Art.  1151.  Income  of  China  Trade  Act  corporations.— The  items  of 
gross  income  to  be  included  in  the  return  of  a  corporation  organized 
under  the  China  Trade  Act  and  the  deductions  allowable  are  the 
same  as  in  the  case  of  other  domestic  corporations. 

Art.  1152.  Credits  allowed  China  Trade  Act  corporations.— In  addi- 
tion to  the  credits  allowed  under  section  26,  a  China  Trade  Act 
corporation  is,  under  certain  conditions,  allowed  an  additional  credit 
for  the  purpose  of  computing  the  tax  imposed  by  section  13.    This 
credit  is  an  amount  equal  to  the  proportion  of  the  net  income  derived 
from  sources  within  China  (determined  in  a  similar  manner  to  that 
provided  in  section  119)  which  the  par  value  of  the  shares  of  stock 
of  the  corporation,  owned  on  the  last  day  of  the  taxable  year  by 
(1)   persons  resident  in  China,  the  United  States,  or  possessions 
of  the  United  States,  and    (2)   individual  citizens  of  the  United 
States  or  China  wherever  resident,  bears  to  the  par  value  of  the 
whole  number  of  shares  of  stock  of  the  corporation  outstanding 
on  that  date.    The  decrease  in  tax  by  reason  of  such  credit  must 
not,  however,  exceed  the  amount  of  the  special  dividend  referred 
to  in  section  261  (b),  and  is  not  allowable  unless  the  special  divi- 
dend has  been  certified  to  the  Commissioner  by  the  Secretary  of 
Commerce.    A  China  Trade  Act  corporation  is  not  entitled  to  the 
credit  for  taxes  paid  to  foreign  countries  and  possessions  of  the 
United  States  allowed  to  domestic  corporations  under  the  provisions 
of  section  131. 

Art.  1153.  Meaning  of  terms  nsed  in  connection  with  China  Trade  Act 
corporations.— A  China  Trade  Act  corporation  is  one  organized  under 
the  provisions  of  the  China  Trade  Act,  1922. 

The  term  "  China  "  means  (1)  China,  including  Manchuria,  Thibet, 
Mongolia,  and  any  territory  leased  by  China  to  any  foreign  govern- 
ment, (2)  the  Crown  Colony  of  Hongkong,  and  (3)  the  Province  of 
Macao. 
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The  term  "  special  dividend  "  means  the  amount  which  during 
the  year  ending  on  March  15  succeeding  the  close  of  the  corporation's 
taxable  year  is  distributed  as  a  special  dividend  to  or  for  the  benefit 
of  such  persons  as  on  the  last  day  of  the  taxable  year  were  resident 
in  China,  the  United  States,  or  possessions  of  the  United  States, 
or  were  individual  citizens  of  the  United  States  or  China,  and  owned 
shares  of  stock  of  the  corporation.  Such  special  dividend  does 
not  include  any  other  amounts  payable  or  to  be  payable  to  such 
persons  or  for  their  benefit  by  reason  of  their  interest  in  the  cor- 
poration and  must  be  made  in  proportion  to  the  par  value  of  the 
shares  of  stock  of  the  corporation  owned  by  each. 

For  the  purposes  of  section  261  the  shares  of  stock  of  a  China 
Trade  Act  corporation  are  considered  to  be  owned  by  the  person  in 
whom  the  equitable  right  to  the  income  from  such  shares  is  in  good 
faith  vested. 

A  corporation  organized  under  the  China  Trade  Act  shall  not  be 
deemed  to  be  affiliated  with  any  other  corporation  within  the  mean- 
ing of  sections  141  and  142.    (See  also  section  263.) 

"  Net  income  derived  from  sources  within  China  "  is  the  sum  of 
the  net  income  from  sources  wholly  within  China  and  that  portion 
of  the  net  income  from  sources  partly  within  and  partly  without 
China  which  may  be  allocated  to  sources  within  China.  The  method 
of  computing  this  income  is  similar  to  that  described  in  section  119 
and  articles  671-684. 

Abt.  1154.  WitMiolding  by  a  China  Trade  Act  corporation.— Divi- 
dends paid  by  a  China  Trade  Act  corporation  to  persons  other  than 
residents  of  China  are  subject  to  both  normal  tax  and  surtax.  Ac- 
cordingly, tax  should  be  withheld  from  such  dividends  when  paid 
to  persons  (other  than  residents  of  China)  who  are  (1)  nonresident 
alien  individuals,  (2)  nonresident  partnerships  (see  article  1319) 
composed  in  whole  or  in  part  of  nonresident  aliens,  or  (3)  non- 
resident foreign  corporations  (see  article  1319),  unless  under  section 
119  (a)  (2)  (A)  the  dividends  are  not  treated  as  income  from  sources 
within  the  United  States.  In  the  case  of  an  individual  shareholder 
or  partnership,  the  rate  of  withholding  is  5  per  cent,  and  in  the  case 
of  payments  to  a  corporation  after  the  enactment  of  the  Revenue  Act 
of  1928,  12  per  cent.  A  Filipino  shareholder  of  a  China  Trade  Act 
corporation,  when  resident, without  the  United  States,  is  treated  as 
a  nonresident  alien  for  the  purpose  of  the  income  tax,  and  with- 
holding is  required  from  taxable  dividends  paid  to  such  shareholder. 
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SEC.  271.  DEFINITION  OF  DEFICIENCY. 

As  used  in  this  title  in  respect  of  a  tax  imposed  by  this  title  **  defi- 
ciency "  means — 

(a)  The  amount  by  which  the  tax  imposed  by  this  title  exceeds 
the  amount  shown  as  the  tax  by  the  taxpayer  upon  his  return;  but 
the  amount  so  shown  on  the  return  shall  first  be  increased  by  the 
amounts  previously  assessed  (or  collected  without  assessment)  as  a 
deficiency,  and  decreased  by  the  amounts  previously  abated,  credited, 
refunded,  or  otherwise  repaid  in  respect  of  such  tax ;  or 

(b)  If  no  amount  is  shown  as  the  tax  by  the  taxpayer  upon  his 
return,  or  if  no  return  is  made  by  the  taxpayer,  then  the  amount  by 
which  the  Ttax  exceeds  the  amounts  previously  assessed  (or  collected 
without  assessment)  as  a  deficiency;  bat  such  amounts  previously 
assessed,  or  collected  without  assessment,  shall  first  be  decreased  by 
the  amounts  previously  abated,  credited,  refunded,  or  otherwise  repaid 
in  respect  of  such  tax. 

Art.  1161.  Deficiency  defined.— Section  271  by  its  definition  of  the 
word  "  deficiency  "  provides  a  term  which  will  apply  to  any  amount 
of  tax  determined  to  be  due  in  respect  of  the  taxable  year  1928  or 
subsequent  taxable  years  or  periods  in  excess  of  the  amount  of  tax 
reported  by  the  taxpayer  for  such  years  or  periods;  or  in  excess  of 
the  amount  reported  by  the  taxpayer  as  adjusted  by  way  of  prior 
assessments,  abatements,  credits,  refunds,  or  collections  without  as- 
sessment. In  defining  the  term  "  deficiency  "  section  271  recognizes 
two  classes  of  cases — one,  where  the  taxpayer  makes  a  return  show- 
ing some  tax  liability;  the  other,  where  the  taxpayer  makes  a  return 
showing  no  tax  liability,  or  where  the  taxpayer  fails  to  make  a  return. 
Additional  tax  shown  on  an  "  amended  return,"  so-called,  is  a  defi- 
ciency within  the  meaning  of  the  Act. 

When  a  case  is  considered  for  the  first  time,  the  deficiency  is  the 
excess  of  the  amount  determined  to  be  the  correct  amount  of  the  tax 
over  the  amount  shown  as  the  tax  by  the  taxpayer  on  his  return,  or, 
if  it  is  a  case  where  no  tax  was  reported  by  the  taxpayer,  the  de- 
ficiency is  the  amount  determined  to  be  the  correct  amount  of  the 
tax.  Subsequent  information  sometimes  discloses  that  the  amount 
previously  determined  to  be  the  correct  amount  of  the  tax  is  less 
than  the  correct  amount,  and  that  a  redetermination  of  the  tax  is 
necessary.  In  such  a  case  the  deficiency  on  redetermination  is  the 
excess  of  the  amount  determined  to  be  the  correct  amount  of  the 
tax  over  the  sum  of  the  amount  of  tax  reported  by  the  taxpayer  and 
the  deficiency  assessed  in  connection  with  the  previous  determination. 
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If  it  is  a  case  where  no  tax  was  reported  by  the  taxpayer,  the  de- 
ficiency is  the  excess  of  the  amount  determined  to  be  the  correct 
amoimt  of  the  tax  over  the  amount  of  the  deficiency  disclosed  by  the 
previous  determination.  If  the  previous  determination  resulted  in  a 
credit  or  refund  to  the  taxpayer,  the  deficiency  upon  the  second 
determination  is  the  excess  of  the  amount  determined  to  be  the  correct 
amount  of  the  tax  over  the  amount  of  tax  reported  by  the  taxpayer 
decreased  by  the  amount  of  the  credit  or  refund. 

SEC.  272.  PROCEDURE  IN  GENERAL. 

(a)  Petition  to  Board  of  Tax  Appeals. — If  in  the  case  of  any  taxpayer, 
the  Commissioner  determines  that  there  is  a  deficiency  in  respect  of  the 
tax  imi)Osed  by  this  title,  the  Commissioner  Is  authorized  to  send  notice 
of  such  deficiency  to  the  taxpayer  by  registered  mail.  Within  60  days 
after  such  notice  is  mailed  (not  counting  Sunday  as  the  sixtieth  day>, 
the  taxpayer  may  file  a  petition  with  the  Board  of  Tax  Appeals  for  a 
redetermination  of  the  deficiency.  No  assessment  of  a  deficiency  in 
respect  of  the  tax  imposed  by  this  title  and  no  distraint  or  proceeding 
in  court  for  its  collection  shall  be  made,  begun,  or  prosecuted  until  such 
notice  has  been  mailed  to  the  taxpayer,  nor  until  the  expiration  of  such 
60-day  period,  nor,  if  a  petition  has  been  filed  with  the  Board,  until  the 
decision  of  the  Board  has  become  final.  Notwithstanding  the  provisions 
of  section  3224  of  the  Revised  Statutes  the  making  of  such  assessment 
or  the  beginning  of  such  proceeding  or  distraint  during  the  time  such 
prohibition  is  in  force  may  be  enjoined  by  a  proceeding  in  the  proper 
court. 

For  exceptions  to  the  restrictions  imposed  by  this  subsection,  see — 

(1)  Subsection  (d)  of  this  section,  relating  to  waivers  by  the 
taxpayer ; 

(2)  Subsection  (f)  of  this  section,  relating  to  notifications  of 
mathematical  errors  appearing  upon  the  face  of  the  return ; 

(3)  Section  273,  relating  to  jeopardy  assessments; 

(4)  Section  274,  relating  to  bankruptcy  and  receiverships ;  and 

(5)  Section  1001  of  the  Revenue  Act  of  1926,  as  amended,  relat- 
ing to  assessment  or  collection  of  the  amount  of  the  deficiency 
determined  by  the  Board  pending  court  review. 

(b)  Collection  of  deficiency  found  by  Board. — If  the  taxpayer  files  a 
petition  with  the  Board,  the  entire  amount  redetermined  as  the  defi- 
ciency by  the  decision  of  the  Board  which  has  become  final  shall  be 
assessed  and  shall  be  paid  upon  notice  and  demand  from  the  collector. 
No  part  of  the  amount  determined  as  a  deficiency  by  the  Cc«nmissioner 
but  disallowed  as  such  by  the  decision  of  the  Board  which  has  become 
final  shall  be  assessed  or  be  collected  by  distraint  or  by  proceeding  in 
court  with  or  without  assessment. 

(c)  Failure  to  file  petition.— If  the  taxpayer  does  not  file  a  petition 
with  the  Board  within  the  time  prescribed  in  subsection  (a)  of  this 
section,  the  deficiency,  notice  of  which  has  been  mailed  to  the  taxpayer, 
shall  be  assessed,  and  shall  be  paid  upon  notice  and  demand  from  the 
collector. 


(d)  Waiver  of  restrictions. — The  taxpayer  shall  at  any  time  have  the 
right,  by  a  signed  notice  in  writing  filed  with  the  Commissioner,  to 
waive  the  restrictions  provided  in  subsection  (a)  of  this  section  on 
the  assessment  and  collection  of  the  whole  or  any  part  of  the  deficiency. 

(e)  Increase  of  deficiency  after  notice  mailed. — The  Board  shall  have 
jurisdiction  to  redetermine  the  correct  amount  of  the  deficiency  even 
if  the  amount  so  redetermined  is  greater  than  the  amount  of  the  defi- 
ciency, notice  of  which  has  been  mailed  to  the  taxpayer,  and  to  deter- 
mine whether  any  penalty,  additional  amount  or  addition  to  the  tax 
should  be  assessed — if  claim  therefor  is  asserted  by  the  Commissioner 
at  or  before  the  hearing  or  a  rehearing. 

(f)  Further  deficiency  letters  restricted. — If  the  Commissioner  has 
mailed  to  the  taxpayer  notice  of  a  deficiency  as  provided  in  subsection 
(a)  of  this  section,  and  the  taxpayer  files  a  petition  with  the  Board 
within  the  time  prescribed  in  such  subsection,  the  Commissioner  shall 
have  no  right  to  determine  any  additional  deficiency  in  respect  of  the 
same  taxable  year,  except  in  the  case  of  fraud,  and  except  as  provided 
in  subsection  (e)  of  this  section,  relating  to  assertion  of  greater  defi- 
ciencies before  the  Board,  or  in  section  273  (c),  relating  to  the  making 
of  jeopardy  assessments.  If  the  taxpayer  is  notified  that,  on  account 
of  a  mathematical  error  appearing  upon  the  face  of  the  return,  an 
amount  of  tax  in  excess  of  that  shown  upon  the  return  is  due,  and 
that  an  assessment  of  the  tax  has  been  or  will  be  made  on  the  basis  of 
what  would  have  been  the  correct  amount  of  tax  but  for  the  mathe- 
matical error,  such  notice  shall  not  be  considered  (for  the  purposes  of 
this  subsection,  or  of  subsection  (a)  of  this  section,  prohibiting  assess- 
ment and  collection  until  notice  of  deficiency  has  been  mailed,  or  of 
section  322  (c),  prohibiting  credits  or  refunds  after  petition  to  the 
Board  of  Tax  Appeals)  as  a  notice  of  a  deficiency,  and  the  taxpayer 
shall  have  no  right  to  file  a  petition  with  the  Board  based  on  such 
notice,  nor  shall  such  assessment  or  collection  be  prohibited  by  the 
provisions  of  subsection  (a)  of  this  section. 

(g)  Jurisdiction  over  other  taxable  years. — "Hie  Board  in  redeter- 
mining a  deficiency  in  respect  of  any  taxable  year  shall  consider  such 
facts  with  relation  to  the  taxes  for  other  taxable  years  as  may  be 
necessary  correctly  to  redetermine  the  amount  of  such  deficiency,  but 
in  so  doing  shall  have  no  jurisdiction  to  determine  whether  or  not 
the  tax  for  any  other  taxable  year  has  been  overpaid  or  underpaid. 

(h)  Final  decisions  of  Board. — For  the  purposes  of  this  title  the  date 
on  which  a  decision  of  the  Board  becomes  final  shall  be  determined 
according  to  the  provisions  of  section  1005  of  the  Revenue  Act  of  1926. 

(i)  Prorating  of  deficiency  to  installments. — If  the  taxpayer  has 
elected  to  pay  the  tax  in  installments  and  a  deficiency  has  been  as- 
sessed, the  deficiency  shall  be  prorated  to  the  four  installments.  Ex- 
cept as  provided  in  section  273  (relating  to  jeopardy  assessments),  that 
part  of  the  deficiency  so  prorated  to  any  installment  the  date  for 
payment  of  which  has  not  arrived,  shall  be  collected  at  the  same  time 
as  and  as  part  of  such  installment.  That  part  of  the  deficiency  so 
prorated  to  any  installment  the  date  for  payment  of  which  has  arrived, 
shall  be  paid  upon  notice  and  demand  from  the  collector. 
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(j)  Extension  of  time  for  payment  of  deficiencies. — ^Where  it  is  shown 
to  the  satisfaction  of  the  Commissioner  that  the  payment  of  a  defi- 
ciency upon  the  date  prescribed  for  the  payment  thereof  will  result  In 
undue  hardship  to  the  taxpayer  the  Commissioner,  with  the  approval 
of  the  Secretary  (except  where  the  deficiency  is  due  to  negligence,  to 
Intentional  disregard  of  rules  and  regulations,  or  to  fraud  with  intent 
to  evade  tax),  may  grant  an  extension  for  the  payment  of  such  defi- 
ciency or  any  part  thereof  for  a  period  not  in  excess  of  eighteen  months, 
and,  in  exceptional  cases,  for  a  further  period  not  in  excess  of  twelve 
months.  If  an  extension  is  granted,  the  Commissioner  may  require 
the  taxpayer  to  furnish  a  bond  in  such  amount,  not  exceeding  double 
the  amount  of  the  deficiency,  and  with  such  sureties,  as  the  Com- 
missioner deems  necessary,  conditioned  upon  the  payment  of  the  defi- 
ciency In  accordance  with  the  terms  of  the  extension. 

(k)  Address  for  notice  of  deficiency. — In  the  absence  of  notice  to  the 
Commissioner  under  section  312  (a)  of  the  existence  of  a  fiduciary 
relationship,  notice  of  a  deficiency  in  respect  of  a  tax  imposed  by  this 
title,  if  mailed  to  the  taxpayer  at  his  last  known  address,  shall  be  suffi- 
cient for  the  purposes  of  this  title  even  if  such  taxpayer  is  deceased, 
or  is  under  a  legal  disability,  or,  in  the  case  of  a  corporation,  has 
terminated  its  exist.ence. 

Akt.  1171.  Assessment  of  a  deficiency. — ^If  the  Commissioner  deter- 
mines that  there  is  a  deficiency  in  respect  of  the  income  tax  imposed 
by  Title  I  of  the  Revenue  Act  of  1928  (see  sections  57  and  271  and 
articles  451  and  1161),  the  Commissioner  is  authorized  to  notify 
the  taxpayer  of  the  deficiency  by  registered  mail.  Within  60  days 
after  such  notice  is  mailed,  a  petition  may  be  filed  With  the  Board 
of  Tax  Appeals  for  a  redetermination  of  the  deficiency.  In  deter- 
mining such  60-day  period,  Sunday  is  not  to  be  counted  as  the  sixtieth 
day.  Except  as  stated  in  paragraphs  (1),  (2),  (3),  (4),  and  (5) 
of  this  article,  no  assessment  of  a  deficiency  in  respect  of  a  tax  im- 
posed by  Title  I  shall  be  made  until  such  notice  has  been  mailed  to 
the  taxpayer,  nor  until  the  expiration  of  such  60-day  period,  nor,  if  a 
petition  has  been  filed  with  the  Board,  until  the  decision  of  the 
Board  has  become  final.  As  to  the  date  on  which  a  decision  of  the 
Board  becomes  final,  see  section  1005  of  the  Revenue  Act  of  1926. 

(1)  If  a  taxpayer  is  notified  of  an  additional  amount  of  tax  due  on 
account  of  a  mathematical  error  appearing  upon  the  face  of  the 
return,  such  notice  is  not  to  be  considered  as  a  notice  of  a  deficiency, 
and  the  taxpayer  has  no  right  to  file  a  petition  with  the  Board  upon 
the  basis  of  such  notice,  nor  is  the  assessment  of  such  additional  tax 
prohibited  by  the  provisions  of  section  272  (a). 

(2)  If  the  Commissioner  believes  that  the  assessment  or  collec- 
tion of  a  deficiency  will  be  jeopardized  by  delay,  such  deficiency 
shall  be  assessed  immediately,  as  provided  in  section  273.  (See 
article  1181.) 


(3)  Upon  the  adjudication  of  bankruptcy  of  any  taxpayer  in  any 
bankruptcy  proceeding  or  the  appointment  of  a  receiver  for  any 
taxpayer  in  any  receivership  proceeding  before  any  court  of  the 
United  States  or  of  any  State  or  Territory  or  of  the  District  of 
Columbia,  any  deficiency  determined  by  the  Commissioner  in  re- 
spect of  the  tax  shall  be  assessed  immediately,  irrespective  of  the 
provisions  of  section  272  (a),  if  such  deficiency  has  not  been  assessed 
in  accordance  with  law  prior  to  the  adjudication  of  bankruptcy  or 
the  appointment  of  a  receiver.  (See  sections  274  and  298  and  articles 
1191  and  1192.) 

(4)  (a)  If  the  Board  renders  a  decision  and  determines  that  there 
is  a  deficiency,  and,  if  the  taxpayer  duly  files  a  petition  for  review 
of  the  decision  by  a  circuit  court  of  appeals  (or  the  Court  of  Appeals 
of  the  District  of  Columbia),  the  filing  of  the  petition  will  not  oper- 
ate as  a  stay  of  the  assessment  of  any  portion  of  the  deficiency  deter- 
mined by  the  Board  unless  he  has  filed  a  bond  with  the  Board  as 
provided  in  section  1001  (c)  of  the  Revenue  Act  of  1926,  as  amended 
by  section  603  of  the  Revenue  Act  of  1928.  If  in  such  a  case  the 
necessary  bond  has  not  been  filed  by  the  taxpayer,  the  amount  deter- 
mined by  the  Board  as  the  deficiency  will  be  assessed  immediately 
after  the  filing  of  such  petition. 

(6)  If  the  Commissioner  files  a  petition  for  review  and  (1)  if  the 
taxpayer  has  not  filed  a  petition  for  review  within  six  months  after 
the  decision  of  the  Board  is  rendered,  or  (2)  if  such  petition  has  been 
filed  by  the  taxpayer,  but  the  necessary  bond  referred  to  in  section 
1001  (c)  of  the  Revenue  Act  of  1926,  as  amended,  has  not  been  filed 
with  the  Board,  the  amount  determined  by  the  Board  as  the  defi- 
ciency wiU  be  assessed  in  the  case  of  (1),  inmiediately  after  the 
expiration  of  the  six-months  period,  and  in  the  case  of  (2),  imme- 
diately after  the  filing  of  the  petition  for  review  by  the  taxpayer. 

(5)  The  taxpayer  may  at  any  time  by  a  signed  notice  in  writing 
filed  with  the  Commissioner  waive  the  restrictions  on  the  assessment 
of  the  whole  or  any  part  of  the  deficiency.  The  notice  must  in  all 
cases  be  filed  with  the  Commissioner.  The  filing  of  ^uch  notice  with 
the  Board  does  not  constitute  filing  with  the  Commissioner  within 
the  meaning  of  the  Act.  After  such  waiver  has  been  acted  upon 
by  the  Commissioner  and  the  assessment  has  been  made  in  accord- 
ance with  its  terms,  the  waiver  can  not  be  withdrawn. 

Where  a  petition  is  filed  with  the  Board,  the  taxpayer  should 
notify  the  Commissioner  that  the  petition  has  been  filed,  in  order 
to  prevent  an  assessment  by  the  Conmiissioner  of  the  amount  deter- 
mined to  be  the  deficiency.    If  no  petition  is  filed  with  the  Board 
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within  the  period  prescribed,  the  Commissioner  shall  asssess  the 
amount  determined  by  him  as  the  deficiency  and  of  which  he  has 
notified  the  taxpayer  by  registered  mail.  In  such  case  the  Com- 
missioner will  not  be  precluded  from  determining  a  further  defi- 
ciency and  notifying  the  taxpayer  thereof  by  registered  mail.  Where 
a  petition  is  filed  with  the  Board,  the  entire  amount  redetermined 
as  the  deficiency  by  the  decision  of  the  Board  which  has  become 
final  shall  be  assessed  by  the  Commissioner.  If  the  Commissioner 
mails  to  the  taxpayer  notice  of  a  deficiency,  and  the  taxpayer  files 
a  petition  with  the  Board  within  the  prescribed  period,  the  Commis- 
sioner is  barred  from  determining  any  additional  deficiency  for  the 
same  taxable  year  except  in  the  case  of  fraud  and  except  as  provided 
in  section  272  (e)  relating  to  the  assertion  of  greater  deficiencies 
before  the  Board  or  in  section  273  relating  to  jeopardy  assessments, 

A»T.  1172.  CoUcctioii  of  a  deficiency.— Where  a  deficiency  as  redeter- 
mined by  a  decision  of  the  Board  which  has  become  final  is  assessed, 
or  where  the  taxpayer  ha^  not  filed  a  petition  and  the  deficiency  as 
determined  by  the  Commissioner  has  been  assessed,  the  amount  so 
assessed  shall  be  paid  upon  notice  and  demand  from  the  collector. 
As  to  cases  coming  within  the  provisions  of  paragraphs  (2),  (3), 
and  (4)  of  article  1171,  see  sections  273  (i)  and  298  of  the  Revenue 
Act  of  1928  and  1001  (c)  of  the  Revenue  Act  of  1926,  as  amended  by 
section  603  of  the  Revenue  Act  of  1928.  As  to  interest  on  deficiencies, 
8ee  section  292. 

ARTi  tifiZ^  ihrtciision  of  time  for  payment  of  a  deficiency.— Where  it 
is  shown  to  the  satisfaction  of  the  Commissioner  that  the  payment 
of  a  deficiency  upon  the  date  or  dates  prescribed  for  payment  thereof 
will  result  in  undue  hardship  to  the  taxpayer,  the  Commissioner, 
with  the  approval  of  the  Secretary,  may  grant  an  extension  of  time 
for  the  payment  of  the  deficiency  or  any  part  thereof  for  a  period 
not  in  excess  of  18  months,  and  in  exceptional  cases  for  a  further 
period  not  in  excess  of  12  months.  The  term  "  undue  hardship  " 
means  more  than  an  inconvenience  to  the  taxpayer.  It  must  appear 
that  substantial  financial  loss  or  sacrifice  will  result  to  the  taxpayer 
from  making  payment  of  the  deficiency  at  the  due  date.  The  Act 
provides  that  no  extension  will  be  granted  where  the  deficiency  is 
due  to  negligence  or  intentional  disregard  of  rules  and  regulations 
or  to  fraud  with  intent  to  evade  tax. 

An  application  for  an  extension  of  time  for  the  payment  of  a  de- 
ficiency should  be  made  under  oath  on  Form  1127  and  must  be  ac- 
companied by  evidence  showing  that  undue  hardship  to  the  taxpayer 
would  result  if  the  extension  were  refused.  The  extension  will  not  be 
granted  on  a  general  statement  of  hardship,  but  in  each  case  there 
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must  be  furnished  a  statement  of  the  ^specific  facts  showing  what,  if 
any,  financial  loss  or  sacrifice  will  result  if  the  extension  is  not 
granted.  Wherever  practicable  a  certified  statement  of  assets  and 
liabilities  of  the  taxpayer  should  be  submitted.  The  application, 
with  the  evidence,  must  be  filed  with  the  collector,  who  will  at  once 
transmit  it  to  the  Commissioner  with  hi;s  recommendations  as  to  the 
extension.  When  it  is  received  by  the  Commissioner,  it  wiU  be  ex- 
amined immediately  and,  if  possible,  within  30  days  will  be  rejected, 
approved,  or  tentatively  approved  subject  to  certain  conditions  of 
which  the  taxpayer  will  be  inmiediately  notified. 

As  a  condition  to  the  granting  of  such  an  extension,  the  Commis- 
sioner may  require  the  taxpayer  to  furnish  a  bond  on  Form  1127  B 
in  an  amount  not  exceeding  double  the  amount  of  the  deficiency.  If 
a  bond  is  required  it  must  be  filed  with  the  collector  within  10  days 
after  notification  by  the  Commissioner  that  such  bond  is  required. 
It  shall  be  conditioned  upon  the  payment  of  the  deficiency,  interest, 
and  additional  amounts  assessed  in  connection  therewith  in  accord- 
ance with  the  terms  of  the  extension  granted,  and  shaU  be  executed 
by  a  surety  company  holding  a  certificate  of  authority  from  ihe 
Secretary  of  the  Treasury  as  an  acceptable  surety  on  Federal  bonds, 
and  shall  be  subject  to  the  approval  of  the  Commissioner.  In  lieu 
of  such  a  bond,  the  taxpayer  may  file  a  bond  secured  by  deposit  of 
Liberty  bonds  or  other  bonds  or  notes  of  the  United  States  equal  in 
their  total  par  value  to  an  amount  not  exceeding  double  the  amount 
of  the  deficiency.  (See  section  1126  of  the  Revenue  Act  of  1926.) 
The  amount  of  the  deficiency  and  additions  thereto  shall  be  paid  on 
or  before  the  expiration  of  the  period  of  the  extension  without  the 
necessity  of  notice  and  demand  from  the  coUector.  Payment  of  the 
deficiency  and  additions  thereto  before  the  expiration  of  the  extension 
will  not  relieve  the  taxpayer  from  paying  the  entire  amount  of 
mterest  provided  for  in  the  extension.     (See  section  296.) 

SBC.  273.  JEOPARDY  ASSESSMENTS. 

(a)  Authority  for  making.— If  the  Commissioner  beUeves  that  the 
assessment  or  collection  of  a  deficiency  wm  be  jeopardized  by  delay, 
he  shall  ynmediately  assess  such  deficiency  (together  with  all  interest! 
additional  amounts,  or  additions  to  the  tax  provided  for  by  law)  and 
notice  and  demand  shall  be  made  by  the  coUector  for  the  payment 
thereof. 

(b)  Deficiency  letters.— If  the  jeopardy  assessment  is  made  before 
any  notice  in  respect  of  the  tax  to  which  the  jeopardy  assessment 
relates  has  been  maUed  under  section  272  (a),  then  the  Commissioner 
shall  maU  a  notice  under  such  subsection  within  60  days  after  the 
making  of  the  assessment. 


1  See  T.  D.  4315,  p  307. 
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(0)  Amount  aneisable  before  decision  of  Board.-The  Je<mardy  assess- 
ment  may  be  made  in  respect  of  a  deficiency  greate,-  orT^Xrt  w 

feie^s  a^JhLh  ^  **  determlnauon  ot  additional  d^ 
wtition  Witt  2  b  /'.""*  *^  ^'^P^y^'  '"'«  theretofore  filed  a 
S  thrZrTnf^       "'  ^"  "^PP""'^-     "•«  Commissioner  shaS 

flrifL^  .?T  "*  **  '"°""*  •*  ™c»'  assessment,  if  tlie  netitlon  I« 
filed  with  the  Board  before  thn  mnvin.  „*  »v  petition  is 

qnently  filed,  and  the  B^I^V^alTCe  jllltTonr':!*  T  'V""^ 
entire  ammmf  «<»♦»,«  ^  «  i  Jurisdiction  to  redetermine  the 

«mil  ?  «  ^  deficiency  and  of  all  amounts  assessed  at  the  same 
nme  in  connection  therewith.  ® 

(d)  Amount   assessable   after   decision    of   Board     Tf   th^   4 
assessment  is  made  after  the  dPoi«inr^^  I  Board.--If   the   jeopardy 

assessment  may  be  i^de  o^  ^^fc^^'^^^^^  I'  ''"^"^"^  ^"^ 
by  the  Board  in  its  decision  ^         ^^  ^"^'^^'^  determined 

be  madT^er  tL'J  'if*  ^*"^»»-^  ^^Pardy  assessment  may  not 

made  ^ ILTJ  wi  r^'!;":;'^''^ '  ^^^^^^^^ «— -t  ^-  »>-n 

..nttoTflrTe^^^rofrT^^ 

exceeding  douhle  th^e  amirast^LVthr^tty^s^^^^^^ 

r^eToT^o  mu?;  Ttr^  '""^  B^^sary/clltt^'  ^n^^ 
S^^!  K  V  ,^  ""^  ^^  ^°'^"'**'  t^®  collection  of  which  is  staved 
ZllT.'  r  'I'*"'  ^*^^^  *^^  ^  ^^'""^^  -'  the  Board  Which  h^ 

paier  ^  V^hr^Hr^^^^  *'^  **^"'  ^«  ^^-'^  ^^-^  ^he  tax- 
payer  nas  filed  his  petition  with  the  Board  under  section  272   (^\ 

^'thtthf::!  TT'""  ^  ''^^'^^  ^^°^*"-  ^^«^  ^  a  ^eSnl  not  mii 

I^l^Ln  of^'h^hT^^^^^^  ^"^^  "^^^^^^^^  *^-  the  amount  tS 
collection  of  which  is  stayed  by  the  bond  will  be  paid  on  notice  «nH 

i«fl  i  !k  T  *  *^^  ''**^  ""^  ^  P^^  ^°t™  per  annum  from  the 
date  of  the  jeopardy  noUce  and  demand  to  thfdate  of  nodce  and 
demand  under  this  subsection.  ^°^ 

much  Ilir  f  '^'^r^^^  t^«  fil*^S  «'  the  bond  the  coUection  of  so 

hZ  I*  ^1!!^^^''  ^^^^^  *^^^  the  right  to  waive  such  stay  at  any 
J^  ho^T"^./'  '""^  ^^^'"  ""^  ^°y  ^^*  ^^  the  amount  tve^d  by 

covered  by  the  bond  is  paid,  then  the  bond  shall,  at  the  request  of  the 
taxpayer,  be  propartionately  reduced.  If  the  Board  deter^^7w  the 
amount  as^  is  greater  than  the  amount  which  irdll^'bL^ 
a^ssed  then  when  the  decision  of  the  Board  is  rendered  the  b^d 
Shan  at  the  request  of  the  taxpayer,  be  proportionately  reduced. 

wffi  .K  *'^*'**?  *"'  ''"'***  amounts.-When  the  petition  has  been  filed 
With  the  Board  and  when  the  amount  which  should  have  been  assess^ 
has  been  determined  by  a  decision  of  the  Board  wWch  has  STome 
final,  then  any  unpaid  portion,  the  coUection  of  which  has  b^n^^ 
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by  the  bond,  shall  be  c(«ected  as  part  of  the  tax  upon  notice  and 
demand  from  the  collects,  and  any  remaining  portion  of  the  assessment 
shall  be  abated.  If  the  amount  already  collected  exceeds  the  amount 
determined  as  the  amount  which  should  have  been  assessed,  such 
excess  shall  be  credited  or  refunded  to  the  taxpayer  as  provided  in  sec- 
tion 322,  without  the  filing  of  claim  therefor.  If  the  amount  determined 
as  the  amount  which  should  have  been  assessed  is  greater  than  the 
amount  actuaUy  assessed,  then  the  difference  shall  be  assessed  and  shall 
be  collected  as  part  of  the  tax  upon  notice  and  demand  from  the  cot 
lector. 

(j)  Claims  in  abatement.— No  claim  in  abatement  shall  be  filed  in 
respect  of  any  assessment  in  respect  of  any  tax  imposed  by  this  titie. 

Art.  1181.  Jeopardy  assessments.— If  the  Commissioner  beHeves  that 
the  assessment  or  coUection  of  a  deficiency  will  be  jeopardized  by 
delay,  he  is  required  to  assess  such  deficiency  immediately,  together 
with  the  interest  and  other  additional  amounts  provided  by  law. 
If  a  deficiency  is  assessed  on  account  of  jeopardy  after  the  decision  of 
the  Board  of  Tax  Appeals  is  rendered,  the  jeopardy  assessment  may 
be  made  only  with  respect  to  the  deficiency  determined  by  the  Board. 
The  Commissioner  is  prohibited  from  making  a  jeopardy  assessment 
after  a  decision  of  the  Board  has  become  final  (see  section  1005  of 
the  Keyenue  Act  of  1926)  or  after  the  taxpayer  has  filed  a  petition 
for  review  of  the  decision  of  the  Board. 

If  notice  of  a  deficiency  was  mailed  to  the  taxpayer  (see  section  272 
(a)  and  article  1171)  before  it  was  discovered  that  delay  would 
jeopardize  the  assessment  or  collection  of  the  tax,  a  jeopardy  assess- 
ment may  be  made  in  an  amount  greater  or  less  than  that  included  in 
the  deficiency  notice.  On  the  other  hand  if  the  assessment  on  account 
of  jeopardy  was  made  without  mailing  the  notice  required  by  section 
272  (a),  the  Commissioner  must  within  60  days  after  the  making  of 
the  assessment  send  the  taxpayer  notice  of  the  deficiency  by  regis- 
tered mail.  The  taxpayer  may  file  a  petition  with  the  Board  for 
a  redetermination  of  the  amount  of  the  deficiency  within  60  days 
(not  counting  Sunday  as  the  sixtieth  day)  after  such  notice  is  mailed. 
If  the  petition  of  the  taxpayer  is  filed  with  the  Board,  either  before 
or  after  the  making  of  the  jeopardy  assessment,  the  Commissioner  is 
required  to  notify  the  Board  of  such  assessment,  and  the  Board  has 
jurisdiction  to  redetermine  the  amount  of  the  deficiency  together 
with  aU  other  amounts  assessed  at  the  same  time  in  connection  there- 
with.    (See  section  273  (c).) 

After  a  jeopardy  assessment  has  been  made,  the  list  showing  gudb 
assessment  will  be  immediately  transmitted  to  the  collector.  Upon 
receipt  of  the  Hst  containing  the  assessment,  the  collector  is  required 
to  send  notice  and  demand  to  the  taxpayer  for  the  amount  of  the 
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jeopardy  assessment.  Regardless  of  whether  the  taxpayer  has  filed 
a  petition  with  the  Board,  he  is  required  to  make  payment  of  the 
amount  of  such  assessment  within  10  days  after  the  sending  of  notice 
and  demand  by  the  collector,  unless  before  the  expiration  of  such 
10-day  period  he  files  with  the  collector  a  bond  on  Form  1129  of  the 
character  hereinafter  prescribed.  The  bond  must  be  in  such  amount, 
mot  exceeding  double  the  amount  for  which  the  stay  is  desired,  as  the 
collector  deems  necessary  and  must  be  executed  by  sureties  satisfac- 
tory to  the  collector.  It  must  be  conditioned  upon  the  payment  of 
so  much  of  the  amount  included  therein  as  is  not  abated  by  a  decision 
of  the  Board  which  ha^  become  final,  together  with  the  interest  on 
such  amount  provided  for  in  section  297.  If  the  bond  is  given 
before  the  taxpayer  has  filed  his  petition  with  the  Board,  it  must 
contain  a  further  condition  that  if  a  petition  is  not  filed  before  the 
expiration  of  the  60-day  period  provided  for  the  filing  of  such  peti- 
tion, the  amount  stayed  by  the  bond  will  be  paid  upon  notice  and 
demand  at  any  time  after  the  expiration  of  such  period,  together 
with  interest  thereon  at  the  rate  of  6  per  cent  per  annum  from  the 
date  of  the  jeopardy  notice  and  demand  to  the  date  of  the  notice  and 
demand  made  after  the  expiration  of  the  60-day  period.  If  a  peti- 
tion is  not  filed  with  the  Board  within  the  60-day  period,  the  col- 
lector  will  be  so  advised,  and,  if  collection  of  the  deficiency  has 
been  stayed  by  the  filing  of  a  bond  within  10  days  after  the  date  of 
jeopardy  notice  and  demand,  he  should  then  give  notice  and  make  de- 
mand for  payment  of  the  amount  assessed  plus  interest.  Any  bond 
filed  after  the  expiration  of  10  days  from  the  date  of  the  jeopardy 
notice  and  demand  is  not  such  a  bond  as  is  contemplated  by  section 
27S  (f),  and,  while  the  collector  may  in  his  discretion  accept  the  bond 
and  stay  collection  of  the  deficiency,  the  taxpayer  will  not  be  relieved 
from  payment  of  interest  on  the  amount  of  the  deficiency  at  the  rate 
of  1  per  cent  a  month  from  the  date  of  the  jeopardy  notice  and 
demand  to  the  date  of  payment. 

Upon  the  filing  of  a  bond  of  the  character  described  within  10 
days  after  the  date  of  notice  and  demand  for  payment  of  the  amount 
a^essed,  the  collection  of  so  much  thereof  as  is  covered  by  the  bond 
will  be  stayed.  The  taxpayer  may  at  any  time  waive  the  stay  of 
collection  of  the  whole  or  any  part  of  the  amount  covered  by  the 
bond.  If  as  a  result  of  such  waiver  any  part  of  the  amount  covered 
by  the  bond  is  paid,  then  the  bond  will  at  the  request  of  the  taxpayer 
be  proportionately  reduced.  If  the  Board  determines  that  the 
amount  assessed  is  greater  than  the  correct  amount  of  the  tax,  the 


bond  will  also  be  proportionately  reduced  at  the  request  of  the  tax- 
payer after  the  Board  renders  its  decision. 

After  the  Board  has  rendered  its  decision  and  such  decision  has 
become  final,  the  collector  will  be  notified  of  the  action  taken.  The 
collector  will  then  send  notice  and  demand  for  the  unpaid  portion  of 
the  amount  determined  by  the  Board,  the  collection  of  which  has 
been  stayed  by  the  bond.  The  collector  is  required  to  include  in  the 
notice  and  demand  for  the  unpaid  portion,  interest  at  the  rate  of 
6  per  cent  per  annum  from  the  date  of  the  jeopardy  notice  and 
demand  to  the  date  of  the  notice  and  demand  referred  to  in  this 
paragiaph.  If  the  amount  of  the  jeopardy  assessment  is  less  than 
the  amount  determined  by  the  Board,  the  difference,  together  with 
interest  as  provided  in  section  292,  will  be  assessed,  and  collected  as 
part  of  the  tax  upon  notice  and  demand  from  the  collector.  If  the 
amount  included  in  the  notice  and  demand  made  after  the  decision 
of  the  Board  is  not  paid  within  10  days  after  such  notice  and  demand, 
there  shall  be  collected  as  part  of  the  tax,  interest  as  provided  in 
section  294  (b).  If  the  amount  of  the  jeopardy  assessment  is  in 
excess  of  the  amount  determined  by  the  Board,  the  unpaid  portion  of 
such  excess  will  be  abated.  If  any  part  of  the  excess  amount  has 
been  paid,  it  will  be  credited  or  refunded  to  the  taxpayer  as  provided 
in  section  322.     (See  articles  1251-1257.) 

As  to  bankruptcy  and  receivership  cases,  see  sections  274  and  298 
and  articles  1191  and  1192. 

Abt.  1182.  Claims  in  abatement.— Section  273  ( j )  prohibits  the  filing 
of  claims  for  abatement  by  taxpayers  in  respect  of  any  asssessment 
of  income  tax  imposed  by  Title  I  of  the  Revenue  Act  of  1928.  This 
provision  does  not  prohibit  the  filing  of  claims  in  abatement  by  col- 
lectors.    (See  also  articles  1251  and  1252.) 

SEC.  274.  BANKRUPTCY  AND  RECEIVERSHIPS. 

• 

(a)  Immediate  assessment.— Upon  the  adjudication  of  bankruptcy  of 
any  taxpayer  in  any  bankruptcy  proceeding  or  the  appointment  of  a 
receiver  for  any  taxpayer  in  any  receivership  proceeding  before  any 
court  of  the  United  States  or  of  any  State  or  Territory  or  of  the  Dis- 
trict of  Columbia,  any  deficiency  (together  with  aU  interest,  additional 
amounts,  or  additions  to  the  tax  provided  for  by  law)  determined  by 
the  Commissioner  in  respect  of  a  tax  imposed  by  this  title  upon  such 
taxpayer  shall,  despite  the  restrictions  imposed  by  section  272  (a) 
upon  assessments  be  immediately  assessed  if  such  deficiency  has  not 
theretofore  been  assessed  in  accordance  with  law.  Claims  for  the  defi- 
ciency and  such  interest,  additional  amounts  and  additions  to  the  tax 
may  be  presented,  for  adjudication  in  accordance  with  law,  to  the  court 
before  which  the  bankruptcy  or  receivership  proceeding  is  pending, 
despite  the  pendency  of  proceedings  for  the  redetermination  of  the  defi- 
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rfency  to  porsnance  of  a  petition  to  the  Board ;  but  no  petition  for  any 
snch  redetermination  shaU  be  filed  with  the  Board  after  the  adjudlca- 
,  tion  of  bankruptcy  or  the  appointment  of  the  receiver. 

(b)  Unpaid  clalm..-Any  portion  of  the  claim  allowed  In  such  bank- 
ruptcy or  receivership  proceedtog  which  is  unpaid  shall  be  paid  by  the 

^„n..         I^      ?     '  "^  ^^"^  »"*■■  te™»"»tton  of  such  proceeding. 
Extensions  of  lime  for  such  payment  may  be  had  in  the  same  manner 

1      !!i*  *"  ^^  ^™*  provisions  and  limitations  as  are  provided  In 

""."f  /.V  ""''  ^"°"  ^  '"  *^  «=»««  of  »  deficiency  °n  ftax 
imposed  by  this  tiUe.  ^j'  *"  a  lax 

Art.  1191  Bimkniptcy  and  receiverships.-During  bankruptcy  pro- 
ceedings m  Federal  courts  under  the  National  Bankruptcy  Li  of 
1898,  as  amended,  or  during  equity  receivership  proceedings  in  either 
Federal  or  State  courts,  the  court  making  the  adjudication  of  bank- 
ruptcy or  appointmg  a  receiver  for  any  taxpayer  has  control  over 
the  assets  of  such  taxpayer,  and  the  collection  of  taxes  due  can  not  be 
TpeldL  """"^  ^^^^  *^^  bankruptcy  or  receivership  proceeding 

Collectors  should,  promptly  after  notice  of  outstanding  liabilitv 
agamst  a  taxpayer  in  bankruptcy  or  in  receivership,  file  claim  in 
the  appropriate  court  whether  unpaid  taxes  involved  have  been 
assessed  or  not,  except  in  cases  where  departmental  instructions 
direct  otherwise;  for  example,  where  taxes  of  the  bankrupt  or 
insolvent  taxpayer  are  secured  by  a  sufficient  bond. 

Under  sections  3466  and  3467  of  the  Revised  Statutes  and  section 
64  (a)  of  the  National  Bankruptcy  Act  taxes  take  priority  over 
claims  of  general  creditors  in  cases  of  bankruptcy,  receivership, 
and  insolvency,  and  the  trustee,  receiver,  or  assignee  may  be  held 
personally  hable  for  failure  on  his  part  to  protect  the  priority  of 
the  Government  respecting  taxes  of  which  he  has  notice.    Bank- 
ruptcy  courts  have  complete  jurisdiction  under  section  64  (a)  of 
the  National  Bankruptcy  Act  to  determine  all  disputes  regarding 
the  amount  and  validity  of  taxes  of  a  bankrupt.    Bankruptcy  and 
receivership  proceedings  do  not  foreclose  or  discharge  any  portion 
of  a  claim  of  the  United  States  for  taxes  which  has  been  allowed  by 
the  ^ourt  having  jurisdiction  over  same  and  which  remains  unsat- 
jsfied  after  termination  of  the  bankruptcy  or  receivership  proceeding. 
Akt.  1192.  Immediate  assessments  in  bankruptcy  and  receivership 
cases.— Where  the  Commissioner  has  determined  that  a  deficiency  is 
due  in  re^t  of  income  tax  and  the  taxpayer  has  filed  a  petition 
with  the  Board  of  Tax  Appeals  prior  to  adjudication  of  bankruptcy 
or  the  appointment  of  a  receiver,  the  trustee  or  receiver  appointed 
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by  the  court  may  prosecute  the  taxpayer's  appeal  before  the  Board 
as  to  that  particular  determination.  In  no  case  shall  a  petition  be 
filed  with  the  Board  for  a  redetermination  of  the  deficiency  after 
the  adjudication  of  bankruptcy  or  the  appointment  of  a  receiver. 

Claim  for  the  amount  of  a  deficiency  where  properly  before  the 
Board  for  consideration  may  be  filed  with  the  bankruptcy  or  equity 
court  without  awaiting  final  decision  of  the  Board.  In  case  of  final 
decision  of  the  Board  before  determination  of  the  bankruptcy  or 
receivership  proceeding,  a  copy  of  the  Board's  decision  may  be 
filed  by  the  Commissioner  with  the  bankruptcy  or  equity  court. 

Willie  the  Commissioner  is  required  by  section  274  to  make  imme- 
diate assessment  of  any  deficiency,  such  assessment  is  not  a  jeopardy 
assessnaent  within  the  meaning  of  section  273,  and  consequently  the 
provisions  of  that  section  do  not  apply  to  any  assessment  made  under 
section  274.  Therefore,  the  notice  of  the  deficiency  provided  for 
in  section  273  (b)  will  not  be  mailed.  Although  such  notice  will  not 
be  issued,  nevertheless  a  letter  will  be  sent  to  the  taxpayer  or  to  the 
trustee  or  receiver  in  the  bankruptcy  or  receivership  proceeding, 
advising  him  in  detail  how  the  deficiency  was  computed,  that  the 
deficiency  was  assessed  under  the  provisions  of  section  274,  that  he 
may  furnish  evidence  showing  wherein  the  assessment  is  incorrect, 
and  that  upon  request  he  will  be  granted  a  hearing  with  respect  to 
such  assessment.  If  after  such  evidence  is  submitted  and  hearing 
held  any  adjustment  appears  necessary  in  the  assessment,  appropriate 
action  will  be  taken  looking  to  the  submission  of  an  amended  claim 
in  bankruptcy  or  receivership.  A  copy  of  the  notification  letter  will 
be  attached  to  the  assessment  list  as  the  collector's  authority  for  filing 
claim  in  bankruptcy  or  receivership  for  the  amount  represented 
by  the  assessment,  plus  interest  at  the  rate  of  6  per  cent  per  annum 
for  the  period  from  the  date  of  filing  claim  by  the  collector  to  the 
date  of  termination  of  the  bankruptcy  or  receivership  proceeding, 
or  to  the  date  of  payment  if  payment  is  made  in  full  prior  to 
such  termination.  At  the  same  time  claim  is  filed  with  the  bank- 
ruptcy or  receivership  court,  the  collector  will  send  notice  and 
demand  for  payment  to  the  taxpayer  together  with  a  copy  of  such 
claim. 

If  any  portion  of  the  claim  allowed  by  the  court  in  a  bankruptcy 
or  a  receivership  proceeding  remains  unpaid  after  the  termination  of 
such  proceeding,  the  collector  will  send  notice  and  demand  for  pay- 
ment thereof  to  the  taxpayer.  Such  unpaid  portion  with  interest 
as  provided  in  section  298  may  be  collected  from  the  taxpayer  by 
distraint  or  proceeding  in  court  within  six  years  after  ihe  termination 
of  the  proceeding  in  bankruptcy  or  receivership.   Extensions  of  time 
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for  the  payment  of  such  unpaid  amount  may  be  granted  in  the  same 
manner  and  subject  to  the  same  provisions  and  limitations  as  pro- 
vided m  sections  272  (j)  and  297  in  the  case  of  a  deficiency  in  a  tax 
miposed  by  Title  I.     (See  article  1173.) 

Iliis  article  deals  only  with  inmiediate  assessments  provided  for  in 
section  274  and  the  procedure  in  connection  with  such  assessments. 

SEC   275.   PERIOD    OF   LIMITATION    UPON   ASSESSMENT   AND 
COLLECTION. 

Except  as  provided  in  section  276— 

(a)  General  nilc.— The  amount  of  Income  taxes  imposed  by  this  title 
shall  be  assessed  within  two  years  after  the  return  was  filed,  and  no 
proceeding  in  court  without  assessment  for  the  eoUection  of  such 
taxes  shall  be  begun  after  the  expiration  of  such  period. 

(b)  Bequest  for  prompt  assessment.— In  the  case  of  income  received 
during  the  lifetime  of  a  decedent,  or  by  his  estate  during  the  period  of 
administration,  or  by  a  corporation,  the  tax  shall  be  assessed,  and  any 
proceeding  in  court  without  assessment  for  the  collection  of  such  tax 
shall  be  begun,  within  one  year  after  written  request  therefor  (filed 
after  the  return  is  made)  by  the  executor,  administrator,  or  other 
fiduciary  representing  the  estate  of  such  decedent,  or  by  the  corpora- 
tion, but  not  after  the  expiration  of  two  years  after  the  return  was 
filed.  This  subsection  shaU  not  apply  In  the  case  of  a  corporation 
unless — 

(1)  Such  written  request  notifies  the  Commissioner  that  the  cor- 
poration contemplates  dissolution  at  or  before  the  expiration  of  such 
year;  and 

(2)  The  dissolution  is  in  good  faith  begun  before  the  expiration 
of  such  year ;  and 

(3)  The  dissolution  is  completed. 

(c)  Corporation  and  shareholder.— If  a  corporation  makes  no  return 
M  the  tax  imposed  by  this  title,  but  each  of  the  shareholders  includes  in 
his  return  his  distributive  share  of  the  net  income  of  the  corporation 
tiien  the  tax  of  the  corporation  shaH  be  assessed  wiUiin  four  year^ 
after  the  last  date  on  which  any  mch  shareholder's  return  was  filed. 

SEC.  276.  SAME— EXCEPTIONS. 

(a)  Talse  return  or  no  return.— In  the  case  of  a  false  or  fraudulent 
return  with  intent  to  evade  tax  or  of  a  failure  to  file  a  return  Uie 
tax  may  be  assessed,  or  a  proceeding  in  court  for  tiie  collection  of 
such  tax  may  be  begun  without  assessment,  at  any  time. 

(b)  WaiTcrs.— Where  before  the  expiration  of  the  time  prescribed  hi 
section  275  for  the  assessment  of  Uie  tax,  both  the  Commissioner  and 
the  taxpayer  have  consented  in  writing  to  its  assessment  after  such 
time,  the  tax  may  be  assessed  at  any  time  prior  to  tiie  expiration  of 
the  pCTiod  agreed  upon.  The  period  so  agreed  upon  may  be  extended 
by  subsequent  agreements  in  writing  made  before  the  expiration  of 
the  period  previously  agreed  upon. 

(c)  CoUection  after  assessment.— Where  tiie  assessment  of  any  Income 
tax  Imposed  by  this  titte  has  been  made  witiiin  the  period  of  Umita- 
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tion  properly  applicable  thereto,  such  tax  may  be  coUected  by  dis- 
traint or  by  a  proceeding  in  court,  but  only  if  begun  (1)  within  six 
years  after  the  assessment  of  the  tax,  or  (2)  prior  to  the  expiration 
of  any  period  for  collection  agreed  upon  in  writing  by  the  Com- 
missioner  and  the  taxpayer  before  the  expiration  of  such  six-year 
period.  The  period  so  agreed  upon  may  be  extended  by  subsequent 
agreements  in  writing  made  before  the  expiration  of  tiie  period  pre- 
viously agreed  upon. 

SEC.  277.  SUSPENSION  OF  RUNNING  OF  STATUTE. 

The  running  of  the  statute  of  limitations  provided  in  section  275 
or  276  on  the  making  of  assessments  and  the  beginning  of  distraint  or 
a  proceeding  in  court  for  collection,  in  respect  of  any  deficiency,  shall 
(after  the  mailing  of  a  notice  under  section  272  (a) )  be  suspended  for 
the  period  during  which  the  Commissioner  is  prohibited  from  making 
tiie  assessment  or  beginning  distraint  or  a  proceeding  in  court  (and 
in  any  event,  if  a  proceeding  in  respect  of  the  deficiency  is  placed 
on  the  docket  of  the  Board,  until  the  decision  of  the  Board  becomes 
final),  and  for  60  days  thereafter. 

Art.  1201.  Period  of  limitation  upon  assessment  of  tax.— The  amount 
of  income  tax  imposed  by  the  Revenue  Act  of  1928  must  be  assessed 
withm  two  years  after  the  return  was  filed.  Exceptions  to  the  period 
of  limitation  stated  in  this  paragraph  are  as  follows : 

(1)  In  the  case  of  income  received  during  the  lifetime  of  a  de- 
cedent or  by  his  estate  during  the  period  of  administration,  or  by  a 
corporation  contemplating  dissolution,  the  tax  shall  be  assessed 
within  one  year  after  written  request  therefor  by  the  fiduciary  or 
legal  representative  of  the  estate  of  the  decedent  or  by  the  corpora- 
tion.  ^  The  effect  of  this  provision  is  to  limit  the  period  in  which 
the  Commissioner  may  assess  the  tax  in  such  cases  to  a  period  of 
one  year  from  the  date  the  request  is  filed,  even  though  more  than 
one  year  still  remains  of  the  regular  two-year  period  in  which  the 
assessment  may  under  ordinary  circumstances  be  made.  The  re- 
quest,  m  order  to  be  effective,  must  be  made  after  the  return  is  filed 
and  must  be  m  such  language  as  to  make  it  clear  to  the  Commis- 
Bioner  that  It  is  desired  to  take  advantage  of  the  provisions  of  see- 
tion  27o  (b).  In  the  case  of  a  corporation  the  one-year  period  of 
limitation  shall  not  apply  unless— 

(a)  the  written  request  notifies  the  Commissioner  that  the  corpora- 
tion contemplates  dissolution  at  or  before  the  expiration  of  such 
period, 

(h)  the  dissolution  is  in  good  faith  begun  before  the  expiration  of 
such  period,  and 

(c)  the  dissolution  so  begun  is  completed  either  before  or  after  the 
expiration  of  such  year. 
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Such  a  request  does  not  have  the  effect  of  extending  the  regular 
period  of  limitation  even  though  the  request  is  made  less  than  one 
year  before  the  expiration  of  the  regular  period  of  limitation. 

(2)  U  a  corporation  makes  no  return  of  the  tax  imposed  by  Title 
I  for  the  year  1928  or  a  subsequent  year,  but  each  of  the  shareholders 
includes  in  his  personal  return  his  distributive  share  of  the  net  in- 
come of  the  corporation,  the  tax  of  the  corporation  shall  be  assessed 
within  four  years  after  the  last  date  on  which  any  such  shareholder's 
return  was  filed. 

(3)  In  the  case  of  a  false  or  fraudulent  return  with  intent  to 
eTade  tax,  the  tax  may  be  assessed  at  any  time  after  such  false  or 
fraudulent  return  is  filed. 

(4)  In  the  event  the  taxpayer  fails  to  file  a  return,  the  amount 
of  tax  due  may  be  assessed  at  any  time  after  the  date  prescribed  for 
filing  the  return.     (But  see  paragraph  (2)  of  this  article.) 

(5)  If  before  the  expiration  of  the  time  prescribed  in  section  275 
for  the  assessment  of  the  tax  the  Commissioner  and  the  taxpayer 
have  consented  in  writing  to  the  assessment  of  the  tax  after  such 
time,  the  tax  may  be  assessed  at  any  time  prior  to  the  expiration  of 
the  period  agreed  upon.  The  period  agreed  upon  may  be  extended 
by  subsequent  agreements  in  writing  made  before  the  expiration  of 
the  period  previously  agreed  upon. 

(6)  If  a  notice  of  a  deficiency  has  been  mailed  to  the  taxpayer 
under  the  provisions  of  section  272  (a)  (see  article  1171),  then  the 
running  of  the  statute  of  limitations  on  assessment  of  any  deficiency 
(the  two-year  period,  the  one-year  period,  the  four-year  period,  or 
the  period  agreed  upon  in  writing  by  the  Commissioner  and  the  tax- 
payer as  provided  in  section  276  (b),  as  the  case  may  be)  shall  be 
suspended  for  the  period  during  which  the  Commissioner  is  pro- 
hibited from  making  the  assessment  (and  in  any  event,  if  a  proceed- 
ing in  respect  of  the  deficiency  is  placed  on  the  docket  of  the  Board, 
until  the  decision  of  the  Board  becomes  final),  and  for  60  days 
thereafter. 

With  respect  to  the  period  of  limitation  for  assessing  the  amount 
of  the  liability  of  a  transferee  of  property,  or  for  assessing  the  amount 
of  the  liability  of  a  fiduciary  under  section  3467  of  the  Kevised 
Statutes,  see  section  311  and  article  1231. 

Art.  1202.  Period  of  limitation  upon  collection  of  tax. — ^In  the  case  of 
the  tax  imposed  by  Title  I  of  the  Revenue  Act  of  1928,  a  proceeding 
in  court  without  assessment  for  the  collection  of  such  tax  must  be 
begun  within  two  years  after  the  return  was  filed. 
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The  exceptions  to  the  period  of  limitation  upon  collection  of  ^b» 
tax  without  assessment  stated  in  the  preceding  paragraph  are  as 
follows : 

(1)  In  the  case  of  income  received  during  the  lifetime  of  a  de- 
cedent or  by  his  estate  during  the  period  of  administration,  or  by  a 
corporation,  a  proceeding  in  court  for  the  collection  of  the  tax  with- 
out assessment  must  be  begun  within  one  year  after  a  written  request 
therefor  by  the  executor,  administrator,  or  other  fiduciary  represent- 
ing the  estate  of  the  decedent  or  by  the  corporation.  Such  a  request 
does  not  have  the  effect  of  extending  the  regular  period  of  limitation 
within  which  a  proceeding  in  court  without  assessment  may  be  begun, 
even  though  the  request  is  made  less  than  one  year  before  the  expira- 
tion of  the  regular  period  of  Ihnitation,  nor  is  it  of  any  effect  if  made 
before  the  return  is  filed.  In  the  case  of  a  corporation  the  conditions 
stated  in  (a),  (6),  and  (<?)  of  paragraph  (1)  of  article  1201  also  must 
be  met. 

(2)  A  proceeding  in  court  for  the  collection  of  the  tax  without 
assessment  may  be  begun  at  any  time — 

(a)  In  case  the  taxpayer  files  a  false  or  fraudulent  return  with 
intent  to  evade  tax ;  and 

(5)  In  case  the  taxpayer  failed  to  file  a  return. 

In  any  case  in  which  the  tax  has  been  assessed  within  the  statutory 
period  of  limitation  properly  applicable  thereto,  a  proceeding  in  court 
or  distraint  for  the  collection  of  such  tax  may  be  begun  within  six 
years  after  the  assessment  thereof,  or  prior  to  the  expiration  of  any 
period  for  collection  agreed  upon  in  writing  by  the  Commissioner  and 
the  taxpayer  before  the  expiration  of  such  six-year  period.  The 
period  so  agreed  upon  may  be  extended  by  subsequent  agreements  in 
writing  made  before  the  expiration  of  the  period  previously  agreed 
upon.  In  determining  the  running  of  the  statute  of  limitations  in 
respect  of  distraint,  the  distraint  shall  be  held  to  have  been  begun, 
in  the  case  of  personal  property,  on  the  date  on  which  the  levy  upon 
such  property  is  made,  or,  in  the  case  of  real  property,  on  the  date  on 
which  notice  of  the  time  and  place  of  ;sale  is  given  to  the  person  whose 
estate  it  is  proposed  to  sell. 

If  a  notice  of  a  deficiency  has  been  mailed  to  the  taxpayer  under 
the  provisions  of  section  272  (a)  (see  article  1171),  then  the  running 
of  the  statute  of  limitations  on  the  beginning  of  distraint  after  assess- 
ment, or  on  the  beginning  of  a  proceeding  in  court  after  assessment 
or  without  assessment,  in  respect  of  any  deficiency,  shall  be  suspended 
for  the  period  during  which  the  Commissioner  is  prohibited  from 
beginning  such  distraint  or  proceeding  in  court  (and  in  any  event,  if 
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a  proceeding  in  respect  of  the  deficiency  is  placed  on  the  docket  of  the 
Board,  until  the  decision  of  the  Board  becomes  final),  and  for  60 
days  thereafter. 

SUPPLEME2VT  M — ^INTBRIBT  AND  ADDITIONB  flXI  THE  TAX 

SEC.  291.  FAILURE  TO  FILE  RETURN. 

In  case  of  any  failure  to  make  and  file  a  return  required  by  this  titie, 
within  the  time  prescribed  by  law  or  prescribed  by  the  Commissioner 
in  pursuance  of  law,  25  per  centum  of  the  tax  shall  be  added  to  the  tax, 
except  that  when  a  return  is  filed  after  such  time  and  it  is  shown  that 
the  failure  to  file  it  was  due  to  reasonable  cause  and  not  due  to  willful 
neglect  no  such  addition  shall  be  made  to  the  tax.  The  amount  so 
added  to  any.  tax  shall  be  collected  at  the  same  time  and  in  the  same 
manner  and  as  a  part  of  the  tax  unless  the  tax  has  been  paid  before 
the  discovery  of  the  neglect,  in  which  case  the  amount  so  added  shall 
be  coUected  in  the  same  manner  as  the  tax.  The  amount  added  to  the 
tax  under  this  section  shaU  be  jUi  lieu  of  the  25  per  centum  addition  to 
the  tax  provided  in  section  3176  of  the  Revised  Statutes,  as  amended. 

Art.  1211.  Addition  to  the  tax  in  case  of  failure  to  file  return.— In 
case  of  failure  to  make  and  file  a  return  required  by  Title  I  within 
the  prescribed  time,  25  per  cent  of  the  amount  of  the  tax  is  added  to 
the  tax  unless  the  return  is  later  filed  and  failure  to  file  the  return 
within  the  prescribed  time  is  shown  to  the  satisfaction  of  the  Com- 
missioner to  be  due  to  reasonable  cause  and  not  to  willful  neglect 
Two  classes  of  delinquents  are  subject  to  this  addition  to  the  tax : 

(a)  Those  who  do  not  file  returns  and  for  whom  returns  are  made 
by  a  collector  or  the  Commissioner,  and 

(h)  Those  who  file  tardy  returns  and  are  unable  to  show  reason- 
able cause  for  the  delay. 

A  taxpayer  who  files  a  tardy  return  and  wishes  to  avoid  the  addi- 
tion to  the  tax  must  make  an  affirmative  showing  of  all  facts  alleged 
as  a  reasonable  cause  for  failure  to  file  the  return  on  time  in  the 
form  of  an  affidavit  which  should  be  attached  to  the  return.  If 
such  an  affidavit  is  furnished  with  the  return  or  upon  the  collector's 
demand,  the  collector,  unless  otherwise  directed  by  the  Commissioner, 
will  forward  the  affidavit  with  the  return,  and,  if  the  Commissioner 
determines  that  the  delinquency  was  due  to  a  reasonable  cause  and 
not  to  willful  neglect,  the  25  per  cent  addition  to  the  tax  will  not  be 
assessed.  If  the  taxpayer  exercised  ordinary  business  care  and 
prudence  and  was  nevertheless  unable  to  file  the  return  in  the 
prescribed  time,  then  the  delay  is  due  to  reasonable  cause. 

Where  the  25  per  cent  addition  to  the  tax  for  delinquency  in  filing 
the  return  has  been  added,  the  amount  so  added  shall  be  collected 
in  the  same  manner  as  the  tax. 
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For  addition  to  the  tax  in  case  of  a  deficiency  due  to  fraud  with 
intent  to  evade  tax,  see  section  293.  As  to  the  making  of  returns  for 
taxpayers  by  collectors  or  the  Commissioner  in  the  case  of  delin- 
quency in  filing  a  return,  or  in  the  case  of  a  false  or  fraudulent 
return,  see  section  3176  of  the  Revised  Statutes,  as  amended  by 
section  1103  of  the  Revenue  Act  of  1926  and  by  section  619  of  the 
Revenue  Act  of  1928. 

SEC.  292.  INTEREST  ON  DEFICIENCIES. 

Interest  upon  the  amount  determined  as  a  deficiency  shall  be  assessed 
at  the  same  time  as  the  deficiency,  shall  be  paid  upon  noUce  and  demand 
from  the  collector,  and  shall  be  collected  as  a  part  of  the  tax,  at  the 
rate  of  6  per  centum  per  annum  from  the  date  prescribed  for  the  pay- 
ment of  the  tax  (or,  if  the  tax  is  paid  in  installments,  from  the  date 
prescribed  for  the  payment  of  the  first  installment)  to  the  date  the 
deficiency  is  assessed,  or,  in  the  case  of  a  waiver  under  section  272  (d), 
to  the  thirtieth  day  after  the  filmg  of  such  waiver  or  to  the  date  the 
deficiency  is  assessed  whichever  is  the  earlier. 

SEC.  293.  ADDITIONS  TO  THE  TAX  IN  CASE  OF  DEFICIENCY. 

(a)  Negligence.— If  any  part  of  any  deficiency  is  due  to  negligence,  or 
intenUonal  disregard  of  rules  and  regulations  but  without  intent  to 
defraud,  5  per  centum  of  the  total  amount  of  the  deficiency  (in  addi- 
tion to  such  deficiency)  shall  be  assessed,  collected,  and  paid  in  the 
same  manner  as  if  it  were  a  deficiency,  except  that  the  provisions  of 
section  272  (i),  relating  to  Uie  prorating  of  a  deficiency,  and  of  section 
292,  relating  to  interest  on  deficiencies,  shall  not  be  applicable. 

(b)  Fraud.— If  any  part  of  any  deficiency  is  due  to  fraud  with  intent 
to  evade  tax,  then  50  pep  centum  of  the  total  amount  of  the  deficiency 
(in  addition  to  such  deficiency)  shall  be  so  assessed,  collected,  and  paid, 
in  lieu  of  the  50  per  centum  addition  to  the  tax  provided  in  section  3176 
of  the  Revised  Statutes,  as  amended. 

SEC.  294.  ADDITIONS  TO  THE  TAX  IN  CASE  OF  NONPAYMENT, 
(a)  Tax  shown  on  return. — 

(1)  Genebal  rule.- Where  the  amount  determined  by  the  tax- 
payer as  the  tax  imposed  by  this  title,  or  any  installment  there<rf, 
or  any  part  of  such  amount  or  installment,  is  not  paid  on  or  before 
the  date  prescribed  for  its  payment,  there  shall  be  coUected  as  a 
part  of  the  tax,  interest  upon  such  unpaid  amount  at  the  rate  of 
1  per  centum  a  month  from  the  date  prescribed  for  its  payment 
until  it  is  paid. 

(2)  Ip  EXTENSION  GRANTED.— Where  an  extension  of  time  for 
payment  of  the  amount  so  determined  as  the  tax  by  the  taxpayer, 
or  any  installment  thereof,  has  been  granted,  and  the  amount  the 
time  for  payment  of  which  has  been  extended,  and  the  interest 
thereon  determined  under  section  295,  is  not  paid  in  full  prior  to 
the  expiration  of  the  period  of  the  extension,  then,  in  lieu  of  the 
interest  provided  for  in  paragraph  (1)  of  this  subsection,  interest 
at  the  rate  of  1  per  centum  a  month  shaU  be  coUected  on  such 
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unpaid  amount  from  the  date  of  tlie  expiration  of  the  period  of 

the  extension  until  it  is  paid, 
(h)  Beficicncy.— Where  a  deficiency,  or  any  interest  or  additional 
amounts  assessed  in  connection  therewith  under  section  292,  or  under 
section  293.  or  any  addition  to  the  tax  in  case  of  delinquency  provided 
for  in  section  291,  is  not  paid  In  full  within  ten  days  from  the  date  of 
notice  and  demand  from  the  collector,  there  shall  be  collected  as  part 
of  the  tax,  interest  upon  the  unpaid  amount  at  the  rate  of  1  per  centum 
a  month  from  the  date  of  such  notice  and  demand  until  it  is  paid.  If 
any  part  of  a  deficiency  prorated  to  any  unpaid  installment  under  sec- 
tion 272  (i)  is  not  paid  in  full  on  or  before  the  date  prescribed  for  the 
payment  of  such  installment,  there  shall  be  collected  as  part  of  the 
tax  interest  upon  the  unpaid  amount  at  the  rate  of  1  per  centum  a 
month  from  such  date  until  it  is  paid. 

(c>  Hdaciarles.— For  any  period  an  estate  is  held  by  a  fiduciary 
appointed  by  order  of  anj'  court  of  competent  jurisdiction  or  by  will, 
there  shall  be  collected  interest  at  the  rate  of  6  per  centum  per  annum 
in  lieu  of  the  interest  provided  in  subsections  (a)  and  (b)  of  this 
secticm. 

(d)  Vilinsr  of  Jeopardy  bond. — ^If  a  bond  is  filed,  as  provided  in  sec- 
tion 273.  the  provisions  of  subsections  (b)  and  (e>  of  this  section 
shall  not  apply  to  the  amount  covered  by  the  bond. 

SEC.   295.  TIME   EXTENDED    FOR   PAYMENT    OF   TAX   SHOWN 
ON  RETURN. 

If  the  time  for  payment  of  the  amount  determined  as  the  tax  by  the 
taxpayer,  or  any  installment  thereof,  is  extended  under  the  authority 
of  section  56  <c),  there  shall  be  collected  as  a  part  of  such  amount, 
Interest  thereon  at  the  rate  of  6  per  centum  per  annum  from  the  date 
when  such  payment  should  have  been  made  if  no  extension  had  been 
granted,  until  the  expiration  of  the  period  of  the  extension.    • 

SEC.   296.  TIME   EXTENDED   FOR   PAYMENT    OF   DEFICIENCY. 

K  the  time  for  the  payment  of  any  part  of  a  deficiency  is  extended, 
there  shall  be  collected,  as  a  part  of  the  tax,  interest  on  the  part  of  the 
deficiency  the  time  for  payment  of  which  is  so  extended,  at  the  rate 
of  6  per  centum  per  annum  fw  the  period  of  the  extension,  and  no 
otlifir  Interest  shall  be  collected  on  such  part  of  the  deficiency  for  such 
period.  It  the  part  of  the  deficiency  the  time  for  payment  of  which  is 
so  extended  is  not  paid  in  accordance  with  the  terms  of  the  extension, 
there  shall  be  collected,  as  a  part  of  the  tax,  interest  on  such  unpaid 
amount  at  the  rate  of  1  per  centum  a  month  for  the  period  from  the 
time  fixed  by  the  terms  of  the  extension  for  its  payment  until  it  is  paid, 
and  no  other  interest  shall  be  collected  on  such  unpaid  amount  for  such 
period. 

SEC.  297.  INTEREST  IN   CASE  OF  JEOPARDY  ASSESSMENTS. 

In  the  case  of  the  amount  collected  under  section  273  (i)  there  shall 
be  collected  at  the  same  time  as  such  amount,  and  as  a  part  of  the  tax, 
interest  at  the  rate  of  6  per  centum  per  annum  upon  such  amount  from 
the  date  of  the  Jeopardy  notice  and  demand  to  the  date  of  notice  and 
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demand  under  section  273  (i),  or,  in  the  case  of  the  amount  collected 
in  excess  of  the  amount  of  the  Jeopardy  assessment,  interest  as  pro- 
vided in  section  292.  If  the  amount  included  in  the  notice  and  demand 
from  the  collector  under  section  273  (i)  is  not  paid  in  full  within  ten 
days  after  such  notice  and  demand,  then  there  shall  be  collected,  as 
part  of  the  tax,  interest  upon  the  unpaid  amount  at  the  rate  of  1  per 
centum  a  month  (or,  for  any  period  the  estate  of  the  taxpayer  is  held 
by  a  fiduciary  appointed  by  any  court  of  competent  jurisdiction  or  by 
will,  at  the  rate  of  6  per  centum  per  annum)  from  the  date  of  such 
notice  and  demand  until  it  is  paid. 

SEC.  298.  BANKRUPTCY  AND  RECEIVERSHIPS. 

If  the  unpaid  portion  of  the  claim  allowed  in  a  bankruptcy  or  receiv- 
ership proceeding,  as  provided  In  section  274,  is  not  paid  in  full  within 
10  days  from  the  date  of  notice  and  demand  from  the  collector,  then 
there  shall  be  collected  as  a  part  of  such  amount  interest  upon  the 
unpaid  portion  thereof  at  the  rate  of  1  per  centum  a  month  from  the 
date  of  such  notice  and  demand  until  payment. 


SEC.    299.  REMOVAL    OF 
UNITED  STATES. 


PROPERTY    OR    DEPARTURE    FROM 


For  additions  to  tax  in  case  of  leaving  the  United  States  or  concealing 
property  in  such  manner  as  to  hinder  collection  of  the  tax,  see  sec- 
tion 147. 


SXJPPLEMBNT   N CLAIMS    AGAINST   TRANSFES£]ES   AND  FIDUCIAHIBS 

SEC.  311.  TRANSFERRED  ASSETS. 

(a)  Kethod  of  collection.— The  amounts  of  the  following  liabilities 
shall,  except  as  hereinafter  in  this  section  provided,  be  assessed,  col- 
lected, and  paid  in  the  same  manner  and  subject  to  the  same  provisions 
and  limitations  as  in  the  case  of  a  deficiency  in  a  tax  imposed  by  this 
title  (including  the  provisions  in  case  of  delinquency  in  payment  after 
notice  and  demand,  the  provisions  authorizing  distraint  and  proceedings 
in  court  for  collection,  and  the  provisions  prohibiting  claims  and  suits 
for  refunds)  : 

(1)  Transfebehs.— The  liability,  at  law  or  in  equity,  of  a  trans- 
feree of  property  of  a  taxpayer,  in  rei^)ect  of  the  tax  (including 
interest,  additional  aniounta,  and  additions  to  the  tax  provided  by 
law)  imposed  upon  the  taxpayer  by  this  title. 

(2)  FmuoiABiHS.— The  liability  of  a  fidueiaiT  under  section  3467 
of  the  Revised  Statutes  in  respect  of  the  payment  of  any  such  tax 
from  the  estate  of  the  taxpayer. 

Any  such  liability  may  be  either  as  to  the  amount  of  tax  shown  on  the 
return  or  as  to  any  deficiency  in  tax. 

(b)  Period  of  limitation.— The  period  of  limitation  for  assessment 
of  any  such  liability  of  a  transferee  or  fiduciaiy  shall  be  as  follows : 

(1)  In  the  case  of  the  liability  of  an  initial  transferee  of  the 
property  of  the  taxpayer, — within  one  year  after  the  expiration 
of  the  period  of  limitation  for  assessment  against  the  taxpayer ; 
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(2)  In  the  case  of  the  liability  of  a  transferee  of  a  transferee 
of  the  property  of  the  taxpayer,— within  one  year  after  the  expira- 
tion of  the  period  of  limitation  for  assessment  against  the  preced- 
ing transferee,  but  bnly  if  within  three  years  after  the  expiration  of 
the  period  of  limitaUcm  for  assessment  against  the  taxpayer ; 

except  that  if  before  the  expiration  of  the  period  of  limitation  for  the 
assessm«it  of  the  liability  of  the  transferee,  a  court  proceeding  for  the 
collection  of  the  tax  or  liability  in  respect  thereof  has  been  begun 
against  the  taxpayer  or  last  preceding  transferee,  respectively, — ^then 
the  period  of  limitation  for  assessment  of  the  liability  of  the  transferee 
shall  expire  one  year  after  the  return  of  eixecution  in  the  court 
proceeding. 

(3)  In  the  case  of  the  liability  of  a  fiduciary, — not  later  than  one 
year  after  the  liability  arises  or  not  later  than  the  expiration  of  the 
period  for  collection  of  the  tax  in  respect  of  which  such  liability 
arises,  whichever  is  the  later. 

<e)  Period  for  assessment  against  taxpayer. — For  the  purposes  of  this 
section,  if  the  taxpayer  is  deceased,  or  in  the  case  of  a  corporation,  has 
terminated  its  existence,  the  period  of  limitation  for  assessment  against 
the  taxpayer  shall  be  the  period  that  would  be  in  effect  had  the  death 
or  termination  of  existence  not  occurred. 

(d)  Suspension  of  running  of  statute  of  limitations. — ^The  running 
of  the  statute  of  limitations  up<Mi  the  assessment  of  the  liability  of  a 
transferee  or  fiduciary  shall,  after  the  mailing  to  the  transferee  or 
fiduciary  of  the  notice  provided  for  in  section  272  (a),  be  suspended 
for  the  period  during  which  the  Commissioner  is  prohibited  from  mak- 
ing the  assessment  in  respect  of  the  liability  of  the  transferee  or 
fiduciary  (and  in  any  event,  if  a  proceeding  in  respect  of  the  liability 
is  placed  on  the  docliet  of  the  Board,  until  the  decision  of  the  Board 
becomes  final),  and  for  00  days  thereafter. 

(e)  Address  for  notice  of  liability. — In  the  absence  of  notice  to  the 
C!ommissioner  under  section  312  (b)  of  the  existence  of  a  fiduciary 
relationship,  notice  of  liability  enforceable  under  this  section  in  respect 
of  a  tax  imposed  by  this  title,  if  mailed  to  the  person  subject  to  the 
liability  at  his  last  known  address,  shall  be  sufScient  for  the  purposes 
of  this  title  even  if  such  person  is  deceased,  or  is  under  a  legal  dis- 
ability, or,  in  the  case  of  a  corporation,  has  terminated  its  existence. 

(f)  Definition  of  "transferee." — ^As  used  in  this  section,  the  term 
"transferee"  includes;  heir,  legatee,  devisee,  and  distributee. 

Abt.  1231.  daiins  im  cases  of  transferred  assets. — The  amount  for 
which  a  transferee  of  the  property  of  a  taxpayer*  is  liable,  at  law  or 
m  equity,  and  the  amount  of  the  personal  liability  of  a  fiduciary  un- 
der section  3467  of  the  Kevised  Statutes,  in  respect  of  any  income 
tax  imposed  by  Title  I  of  the  Kevenue  Act  of  1928,  whether  shown 
on  the  return  of  the  taxpayer  or  determined  as  a  deficiency  in  the 
tax,  shall  be  assessed  against  such  transferee  or  such  fiduciary,  as  the 
case  may  be,  and  collected  and  paid  in  the  same  manner  and  subject  to 
the  same  provisions  and  limitations  as  in  the  case  of  a  deficiency  in  a 
tax  imposed  by  Title  I  of  the  Eevenue  Act  of  1928,  except  as  hereinafter 
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provided.  The  provisions  relating  to  delinquency  in  payment  after 
notice  and  demand  and  the  amount  of  interest  attaching  because  of 
such  delinquency,  the  authorization  of  distraint  and  proceedings  in 
court  for  collection,  the  prohibition  of  claims  for  abatement  and 
claims  and  suits  for  refund,  the  filing  of  a  petition  with  the  Board 
of  Tax  Appeals,  and  the  filing  of  a  petition  for  review  of  the  Board's 
decision,  are  included  in  the  sections  and  articled  relating  to  deficien- 
cies in  tax  imposed  by  Title  I. 

The  term  "  transferee  "  as  used  in  this  article  includes  an  heir,  lega- 
tee, devisee,  distributee  of  an  estate  of  a  deceased  person,  the  share- 
holder of  a  dissolved  corporation,  the  assignee  or  donee  of  an  insol- 
vent person,  the  successor  of  a  corporation,  a  party  to  a  reorganiza- 
tion as  defined  in  section  112,  and  all  other  classes  of  distributees. 

The  period  of  limitation  for  assessment  of  the  liability  of  a  trans- 
feree or  of  a  fiduciary,  referred  to  in  the  first  paragraph  of  this 
article,  is  as  follows: 

(1)  In  the  case  of  the  liability  of  an  initial  transferee  of  the  prop- 
erty  of  the  taxpayer  one  year  after  the  expiration  of  the  period  of 
limitation  for  assessment  against  the  taxpayer  (see  sections  275-277 
and  articles  1201  and  1202) ; 

(2)  In  the  case  of  the  liability  of  a  transferee  of  a  transferee  of 
the  property  of  the  taxpayer,  one  year  after  the  expiration  of  the 
period  of  limitation  for  assessment  against  the  preceding  transferee, 
or  three  years  after  the  expiration  of  the  period  of  limitation  for 
assessment  against  the  taxpayer,  whichever  of  the  two  periods  (the 
one-year  period  or  the  three-year  period)  first  expires; 

(3)  If  a  court  proceeding  against  the  taxpayer  or  last  preceding 
transferee  for  the  collection  of  the  tax  or  liability  m  respect  thereof, 
respectively,  has  been  begun  within  the  period  of  limitation  for  the 
bringing  of  such  proceeding,  then  within  one  year  after  the  return 
of  execution  in  such  proceeding ;  and 

(4)  In  the  case  of  the  liability  of  a  fiduciary,  not  later  than  one 
year  after  the  liability  arises  or  not  later  than  the  expiration  of  the 
period  for  collection  of  the  tax  in  respect  of  which  such  liability 
arises,  whichever  is  the  later. 

For  the  purpose  of  determining  the  period  of  limitation  for  assess- 
ment against  a  transferee  or  a  fiduciary,  if  the  taxpayer  is  deceased, 
or,  in  the  case  of  a  corporation,  has  terminated  its  existence,  the 
period  of  limitation  for  assessment  against  the  taxpayer  shall  be  the 
period  that  would  be  in  effect  had  the  death  or  termination  of  exist- 
ence not  occurred. 

If  a  notice  of  the  liability  of  a  transferee  or  the  liability  of  a 
fiduciary  has  been  mailed  to  such  transferee  or  to  such  fiduciary 
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under  the  provisions  of  section  272  (a)  (see  article  1171),  then  the 
running  of  the  statute  of  limitations  shall  be  suspended  for  the  period 
during  which  the  Commissioner  is  prohibited  from  making  the 
assent  in  respect  of  the  liabiUty  of  the  transferee  or  fiduciaiy 
(and  in  any  event,  if  a  proceeding  in  respect  of  the  liability  is 
placed  on  the  docket  of  the  Board,  until  the  decision  of  the  Board 
becomes  final),  and  for  60  days  thereafter. 

SBC.  312.  NOTICB  OP  FIDUCIARY  RELATIONSHIP. 

(a)  nduciary  •!  tazpasrer. — ^Upon  notice  to  the  Commissioner  tliat 
any  person  is  acting  in  a  fiduciary  capacity  snch  fiduciary  shall  assume 
the  powers,  rights.  dvtieSi  and  priTileges  of  the  taxpayer  in  respect 
of  a  tax  imposed  hy  this  title  (except  as  otherwise  specifically  pro- 
vided and  except  that  the  tax  shall  be  collected  from  the  estate  of 
the  taxpayer) »  until  notice  is  given  that  the  fiduciary  capacity  has 
terminated. 

(h)  fiduciary  of  transferee. — Upon  notice  to  the  Commissioner  that 
any  person  is  acting  in  a  fiduciary  caiwcity  for  a  person  subject  to 
the  liability  specified  In  section  311,  the  fiduciary  shaU  assume,  on 
behalf  of  sn<di  person,  the  powers,  rights,  duties,  and  priyileges  of  snch 
person  under  such  section  (except  that  the  liability  shall  be  collected 
from  the  estate  of  such  person),  until  notice  i0  given  that  the  fiduciary 
capacity  has  terminated. 

(e)  Manner  of  notice. — ^Notice  under  subsection  (a)  or  (b)  shall 
be  given  in  accordance  with  regulations  prescribed  by  the  Conimis- 
flioiier  with  the  approval  of  the  Secretary. 

Abt.  1241.  nduciaries. — ^As  soon  as  the  Commissioner  receives 
notice  that  a  person  is  acting  in  a  fiduciary  capacity,  such  fiduciary 
must,  except  as  otherwise  specifically  provided,  assume  the  powers, 
rights,  duties,  and  privileges  of  the  taxpayer  with  respect  to  the 
tax  imposed  by  Title  I  of  the  Kevenue  Act  of  1928.  If  the  person 
is  acting  as  a  fiduciary  for  a  transferee  or  other  person  subject  to 
the  liability  specified  in  section  311  (see  article  1231),  such  fiduciary 
is  required  to  assume  the  powers,  rights,  duties,  and  privileges  of  the 
transferee  or  other  person  under  that  section.  The  amount  of  the 
tax  or  liability  is,  however,  not  collectible  from  the  personal  estate 
of  the  fiduciary  but  is  collectible  from  the  estate  of  the  taxpayer 
or  from  the  estate  of  the  transferee  or  other  person  subject  to  the 
liability  specified  in  section  311.  The  "  notice  to  the  Commissioner  " 
provided  for  in  section  312  shall  be  a  written  notice  signed  by  the 
fiduciary  and  filed  with  the  Commissioner.  The  notice  must  state 
the  name  and  address  of  the  perscm  for  whom  the  fiduciary  is  acting, 
and  the  natore  of  the  liability  of  such  person;  that  is,  whether  it  is  a 
liability  for  tax,  and,  if  so,  the  year  or  years  involved,  or  a  liability 
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at  law  or  in  equity  of  a  transferee  of  property  of  a  taxpayer,  or  a 
liability  of  a  fiduciary  under  section  3467  of  the  Revised  Statutes 
in  respect  of  the  payment  of  any  tax  from  the  estate  of  the  taxpayer. 
Any  such  written  notice  which  has  been  filed  with  the  Commissioner 
since  the  enactment  of  the  Revenue  Act  of  1926  shall  be  considered 
as  sufiicient  notice  to  the  Commissioner  within  the  meaning  of  sec- 
tion 312.  Unless  there  is  already  on  file  with  the  Conmiissioner 
satisfactory  evidence  of  the  authority  of  the  fiduciary  to  act  for 
such  person  in  a  fiduciary  capacity,  such  evidence  must  be  filed  with 
and  made  a  part  of  the  notice.  If  the  fiduciary  capacity  exists  by 
order  of  court,  a  certified  copy  of  the  order  may  be  regarded  as 
such  satisfactory  evidence.  When  the  fiduciary  capacity  has  termi- 
nated, the  fiduciary  in  order  to  be  relieved  of  any  further  duty 
or  liability  as  such,  must  file  with  the  Conmiissioner  written  notice 
that  the  fiduciary  capacity  has  terminated  as  to  him,  accompanied 
by  satisfactory  evidence  of  the  termination  of  the  fiduciary  capacity. 
The  notice  of  termination  should  state  the  name  and  address  of  the 
person,  if  any,  who  has  been  substituted  as  fiduciary. 

If  the  notice  of  the  fiduciary  capacity  described  in  the  preceding 
paragraph  is  not  filed  with  the  Commissioner  prior  to  the  sending 
of  notice  of  a  deficiency  by  registered  mail  to  the  last  known  address 
of  the  taxpayer  (see  section  272  (a)),  or  the  last  known  address  of 
the  transferee  or  other  person  subject  to  liability  (see  section  311), 
no  notice  of  the  deficiency  will  be  sent  to  the  fiduciary.  In  such  a 
case  the  sending  of  the  notice  to  the  last  known  address  of  the  tax- 
payer, transferee,  or  other  person,  as  the  case  may  be,  will  be  a 
sufficient  compliance  with  the  requirements  of  the  Act,  even 
though  such  taxpayer,  transferee,  or  other  person  is  deceased,  or  is 
under  a  legal  disability,  or,  in  the  case  of  a  corporation,  has  termi- 
nated its  existence  Under  such  circumstances  if  no  petition  is  filed 
with  the  Board  of  Tax  Appeals  before  the  expiration  of  60  days 
from  the  sending  of  the  notice  to  the  taxpayer,  transferee,  or  other 
person,  the  tax,  or  liability  under  section  311,  will  be  assessed  imme- 
diately upon  the  expiration  of  such  60-day  period,  and  demand  for 
payment  will  be  made  by  the  collector.  The  term  fiduciary  is 
defined  in  section  701  (a)  (5)  to  mean  a  guardian,  trustee,  executor, 
administrator,  receiver,  conservator,  or  any  person  acting  in  any 
fiduciary  capacity  for  any  person. 

This  article,  relating  to  the  provisions  of  section  312,  shall  not  be 
taken  to  abridge  in  any  way  the  powers  and  duties  of  fiduciaries  pro- 
vided for  in  other  sections  of  Title  I  of  the  Revenue  Act  of  1928. 
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8UPFLE1IENT   O^-OVBBPAYMENTS 

SEC.  321.  OVERPAYMENT  OF  INSTALLMENT. 

If  tlie  taxpayer  bas  paid  as  an  Installment  of  the  tax  more  than  the 
amount  determined  to  be  the  correct  amount  of  such  installment,  the 
overpayment  shall  be  credited  against  the  unpaid  installments,  if  any. 
If  the  amount  already  paid,  whether  or  not  on  the  basis  of  install- 
ments, exceeds  the  amount  determined  to  be  the  correct  amount  of  the 
tax,  the  overpayment  shall  be  credited  or  refunded  as  provided  In 
section  322. 

SEC.  322.  REFUNDS  AND  CREDITS. 

(a)  Authorization.— Where  there  has  been  an  overpayment  of  any 
tax  imposed  by  this  title,  the  amount  of  such  overpayment  shall  be 
credited  against  any  income,  war-profits,  or  excess-prc^ts  tax  or 
installment  thereof  then  due  from  the  taxpayer,  and  any  balance  shall 
be  refunded  immediately  to  the  taxpayer. 

(b)  Limitation  on  allowance. — 

(1)  Pekiod  of  UMiTATioif.— No  such  credit  or  refund  shaU  be 
allowed  or  made  after  two  years  from  the  time  the  tax  was  paid, 
unless  before  the  expiration  of  such  period  a  claim  therefor  is  filed 
by  the  taxpayer. 

(2)  LiMrr  on  amount  op  cihdit  ob  refdtvd. — ^The  amount  of  the 
credit  or  refund  shall  not  exceed  the  portion  of  the  tax  paid  during 
the  two  years  immediately  preceding  the  filing  of  the  daim,  or  if 
no  claim  was  filed,  then  during  the  two  years  inmiediat^y  iweceding 
the  allowance  of  the  credit  or  refund. 

(e)  Effect  of  petition  to  Board. — If  the  CJommLssioner  has  mailed  to 
the  taxpayer  a  notice  of  deficiency  under  section  272  (a)  and  if  the 
taxpayer  files  a  petition  with  the  Board  of  Tax  Appeals  within  the 
time  prescribed  in  such  subsection,  no  credit  or  refund  in  respect  of 
the  tax  for  the  taxable  year  in  respect  of  which  the  Commissioner  has 
determined  the  deficiency  shall  be  aUowed  or  made  and  no  suit  by  the 
taxpayer  for  the  recovery  of  any  part  of  such  tax  shaU  be  instituted 
in  any  court  except — 

(1)  As  to  overpayments  determined  by  a  decision  of  the  Board 
which  has  become  final ;  and 

(2)  As  to  any  amount  collected  In  excess  of  an  amount  computed 
in  accordance  with  the  decision  of  the  Board  which  has  become 
final;  and 

(3)  As  to  any  amount  collected  after  the  period  of  limitation 
npm  the  beginning  of  distraint  or  a  proceeding  in  court  for  coUee- 
tion  has  expired ;  but  in  any  such  claim  for  credit  or  refund  or  in 
any  such  suit  for  refund  the  decision  of  the  Board  which  has 
become  final,  as  to  whether  such  period  has  expired  before  the 
notice  of  deficiency  was  mailed,  shall  be  conclusive. 

(d)  Overpayment  found  by  Board.— If  the  Board  finds  that  there  is 
no  deficiency  and  further  finds  that  the  taxpayer  has  made  an  over- 
payment of  tax  in  respect  of  the  taxable  year  in  respect  of  which  the 
CJommissioner  determined  the  deficiency,  the  Board  shall  have  juris- 
diction  to  determine   the  amount  of  such   overpayment,   and   such 
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amount  shall,  when  the  decision  of  the  Board  has  become  final,  be 
credited  or  refunded  to  the  taxpayer.  No  such  credit  or  refund  shall 
be  made  of  any  portion  of  the  tax  paid  more  than  two  years  before 
the  filing  of  the  claim  or  the  filing  of  the  petition,  whichever  is 
earlier. 

<e)  Tax  withheld  at  source. — ^For  refund  or  credit  in  case  of  excessive 
withholding  at  the  source,  see  section  144  (f). 

Abt.  1251.  Authority  for  abatement,  credit,  and  refund  of  tax. 

Authority  for  the  credit  and  refund  of  any  overpayment  of  any 
income  tax  imposed  by  the  Revenue  Act  of  1928  is  contained  in 
section  322. 

Section  273  (j)  prohibits  the  filing  of  claims  for  abatement  by 
taxpayers  with  respect  to  assessments  of  income  tax  imposed  by  Title 
I  of  the  Revenue  Act  of  1928.  (See  article  1182.)  The  provisions 
of  section  273  (j)  do  not  impair  the  authority  of  the  collectors  to  file 
claims  with  the  Commissioner  for  relief  from  charges  against  them 
for  uncollectible  items,  in  accordance  with  section  3218  of  the  Revised 
Statutes,  as  amended,  which  provides : 

Sec.  3218.  Every  collector  shall  be  charged  with  the  whole  amount  of 
taxes,  whether  contained  in  lists  transmitted  to  him  by  the  Commis- 
sioner of  Internal  Revenue,  or  by  other  collectors,  or  deUvered  to  him  by 
his  predecessor  in  office,  and  with  the  additions  thereto,  with  the  par 
value  of  all  stamps  deposited  with  him,  and  with  all  moneys  collected  for 
penalties,  forfeitures,  fees,  or  costs ;  and  he  shall  be  credited  with  all 
pajmtients  into  the  Treasury  made  as  provided  by  law,  with  aU  stamps 
returned  by  him  uncanceled  to  the  Treasury,  and  with  the  amount  of 
taxes  contained  in  the  lists  transmitted  in  the  manner  heretofore  pro- 
vided to  other  collectors,  and  by  them  recejpted  as  aforesaid ;  also  with 
the  amount  of  the  taxes  of  such  persons  as  may  have  absconded,  or  be- 
come insolvent,  prior  to  the  day  when  the  tax  ought,  according  to  the 
provisions  of  law,  to  have  been  coUected,  and  with  aU  uncollected  taxes 
transferred  by  him  or  by  his  deputy  acting  as  collector  to  his  successor 
in  office:  Provided,  That  it  shall  be  proved  to  the  satisfaction  of  the 
Ck)mmissioner  of  Internal  Revenue,  who  shall  certify  the  facts  to  the 
(First)  Comptroller  of  the  Treasury,  that  due  diligence  was  used  by 
the  collector.  And  each  collector  shall  also  be  credited  with  the 
amount  of  aU  property  purchased  by  him  for  the  use  of  the  United 
States,  provided  he  faithfully  account  for  and  pay  over  the  proceeds 
thereof  upon  a  resale  of  the  same  as  required  by  law. 

Art.  1252.  Abatement,  credit,  and  refund  adjustments. — Overassess- 
ments  and  overpayments  of  income  taxes  will  be  adjusted  by  means 
of  certificates  of  overassessment.  Credits  or  refunds  of  overpay- 
ments on  the  basis  of  such  certificates  of  overassessment  may  not 
be  allowed  or  made,  however,  after  the  expiration  of  the  statu- 
tory period  of  limitation  properly  applicable  unless  prior  to  the 
expiration  of  such  period  a  claim  therefor  on  Form  843  has  been 


Art.  1241 


§322 


Art.  1252 


§322 


INCOME  TAX  BEOUIiATIONS 


filed  by  the  taxpayer.  The  claim,  together  with  appropriate  sup- 
porting  evidence,  must  be  filed  in  the  office  of  the  collector  for  the 
district  in  which  the  tax  was  paid.  Where  an  amount  of  tax  in 
excess  of  that  properly  due  has  been  paid  by  a  withholding  agent, 
the  credit  or  refund  of  such  excess  amount  shall  be  made  to  the 
withholding  agent  unless  the  amount  of  such  tax  was  actually  with- 
held by  the  withholding  agent.  (See  section  144  (f).)  As  to  inter- 
est in  case  of  credits  or  refunds,  see  sections  614  and  615. 

Abt.  125S.  Claimi  by  collectors. — ^A  collector  may  present  blanket 
claims  on  Form  843  for  the  abatement  of  certain  items  which  were 
erroneously  assessed.  Many  of  these  items  fall  in  a  class  where 
the  error  in  assessment  is  apparent,  and  the  abatement  of  such 
assessment  by  use  of  blanket  claims  serves  to  relieve  the  collector  of 
the  charge  against  him  for  such  amounts  and  to  relieve  him  in  an 
expeditious  manner  of  the  duty  of  collecting  from  the  taxpayer  cer- 
tain amounts  which  a  simimary  examination  clearly  shows  are  not 
due  from  the  taxpayer.  Some  of  the  items  included  in  this  class  of 
cases  are  duplicate  assessments,  amounts  assessed  as  unidentified  col- 
lections and  later  identified,  assessments  resulting  from  errors  in 
computation,  and  amounts  assessed  as  excess  collections  which  are 
subsequently  credited  against  taxes  later  found  to  be  due.  The  col- 
lector may  include  in  such  claims  overassessments  discovered  by  him 
in  the  audit  of  returns  which  he  is  authorized  by  the  Commissioner 
to  audit. 

In  the  event  any  such  assessment  has  been  paid,  the  collector  may 
file  a  blanket  claim  on  Form  843  for  credit  of  such  amounts  against 
any  unpaid  assessments  standing  against  the  taxpayer  upon  the 
assessment  lists  held  by  the  collector.  If  there  are  no  such  unpaid 
assessments  against  which  credit  may  be  taken,  the  collector  shall 
submit  refund  schedules  to  cover  such  amounts  in  accordance  with 
instructions  issued  by  the  Commissioner.  But  no  such  credit  or 
refund  shall  be  allowed  or  made  unless  allowed  or  made  within  the 
statutory  period  of  limitation  properly  applicable  thereto. 

The  collector  may  also  present  claims  for  credit  of  taxes  not 
erroneously  assessed  but  found  to  be  uncollectible.  See  section  3218 
of  the  Revised  Statutes,  as  amended.  In  such  cases  the  collector  or 
deputy  collector  who  made  the  demand  for  payment  and  is  conversant 
with  the  facts  may  prepare  the  claim  for  credit  on  Form  53.  Even 
though  the  collector  is  so  credited  with  the  amount  allowed  as  uncol- 
lectible, nevertheless  the  obligation  to  pay  still  remains  upon  the 
person  assessed.  It  is  the  duty  of  the  collector  to  use  the  same  dili- 
gence to  collect  the  tax  after  he  has  received  credit  for  an  amount 
as  uncollectible  as  before  the  allowance  of  such  credit    Collectors 
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should  therefore  keep  a  record  of  all  taxes  thus  credited  and  of  the 
persons  from  whom  they  are  due  and  should  enforce  payment  when- 
ever it  is  in  their  power  to  do  so. 

Abt.  1254.^  Claims  for  refund  by  taxpayers.— Claims  by  the  taxpayer 
for  the  refunding  of  taxes,  interest,  penalties,  and  additions  to  tax 
erroneously  or  illegally  collected  shall  be  made  on  Form  843.  A 
separate  claim  on  such  form  shall  be  made  for  each  taxable  year  or 
period.  All  facts  relied  upon  in  support  of  the  claim  should  be  clearly 
set  forth  in  detail  under  oath.  If  a  return  is  filed  by  an  individual 
and  a  refund  claim  is  thereafter  filed  by  a  legal  representative  of  the 
deceased,  certified  copies  of  the  letters  testamentary,  letters  of  ad- 
ministration, or  other  similar  evidence  must  be  annexed  to  the  claim, 
to  show  the  authority  of  the  executor,  administrator,  or  other 
fiduciary  by  whom  the  claim  is  filed.  If  an  executor,  administrator, 
guardian,  trustee,  receiver,  or  other  fiduciary  files  a  return  and  there- 
after a  refund  claim  is  filed  by  the  same  fiduciary,  documentary  evi- 
dence to  establish  the  legal  authority  of  the  fiduciary  need  not  accom- 
pany the  claim,  provided  a  statement  is  made  in  the  claim  showing 
that  the  return  was  filed  by  the  fiduciary  and  that  the  latter  is  still 
acting.  In  such  cases,  if  a  refund  or  interest  is  to  be  paid,  letters 
testamentary,  letters  of  administration,  or  other  evidence  may  be 
required,  but  should  be  submitted  only  upon  the  receipt  of  a 
specific  request  therefor.  If  a  claim  is  filed  by  a  fiduciary  other  than 
the  one  by  whom  the  return  was  filed,  the  necessary  docmnentary 
evidence  should  accompany  the  claim.  The  affidavit  may  be  made  by 
the  agent  of  the  person  assessed,  but  in  such  case  a  power  of  attorney 
must  accompany  the  claim.  Checks  in  payment  of  claims  allowed  will 
be  drawn  in  the  names  of  the  persons  entitled  to  the  money  and  may 
be  sent  to  such  persons  in  care  of  an  attorney  or  agent  who  'has  filed 
a  power  of  attorney  specifically  authorizing  him  to  receive  such  checks. 
The  Commissioner  may,  however,  send  any  such  check  direct  to  the 
claimant.  In  this  connection,  see  section  3477  of  the  Revised  Stat- 
utes, which  provides: 

Sbo.  3477.  All  transfers  and  assignments  made  of  any  claim  upon  the 
United  States,  or  of  any  part  or  share  thereof,  or  interest  therein, 
whether  absolute  or  conditional,  and  whatever  may  be  the  consideration 
therefor,  and  all  powers  of  attorney,  orders,  or  other  authorities  for  re- 
ceiving payment  of  any  such  claim,  or  of  any  part  or  share  thereof,  shaU 
be  absolutely  nuU  and  void,  unless  they  are  freely  made  and  executed 
in  the  presence  of  at  least  two  attesting  witnesses,  after  the  allowance 
of  such  a  claim,  the  ascertainment  of  the  amount  due,  and  the  issuing 
of  a  warrant  for  the  pajnnent  thereof.  Such  transfers,  assignments, 
and  powers  of  attorney,  must  recite  the  warrant  for  payment,  and 
must  be  acknowledged  by  the  person  making  them,  before  an  officer 
having  authority  to  take  acknowledgments  of  deeds,  and  shall  be  certi- 
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filed  by  the  taxpayer.  The  claim,  together  with  appropriate  sup- 
porting eyidence,  must  be  filed  in  the  office  of  the  collector  for  the 
district  in  which  the  tax  was  paid.  Where  an  amount  of  tax  in 
excess  of  that  properly  due  has  been  paid  by  a  withholding  agent, 
the  credit  or  refund  of  such  excess  amount  shall  be  made  to  the 
withholding  agent  unless  the  amount  of  such  tax  was  actually  with- 
held by  the  withholding  agent.  (See  section  144  (f).)  As  to  inter- 
est in  case  of  credits  or  refunds,  see  sections  614  and  615. 

Art.  1253.  Clainu  by  collectors. — ^A  collector  may  present  blanket 
claims  on  Form  843  for  the  abatement  of  certain  items  which  were 
erroneously  assessed.  Many  of  these  items  fall  in  a  class  where 
the  error  in  assessment  is  apparent,  and  the  abatement  of  such 
assessment  by  use  of  blanket  claims  serves  to  relieve  tlie  collector  of 
the  charge  against  him  for  such  amounts  and  to  relieve  him  in  an 
expeditious  manner  of  the  duty  of  collecting  from  the  taxpayer  cer- 
tain amounts  which  a  summary  examination  clearly  shows  are  not 
due  from  the  taxpayer.  Some  of  the  items  included  in  this  class  of 
cases  are  duplicate  assessments,  amounts  assessed  as  unidentified  col- 
lections and  later  identified,  assessments  resulting  from  errors  in 
computation,  and  amoimts  assessed  as  excess  collections  which  are 
subsequently  credited  against  taxes  later  found  to  be  due.  The  col- 
lector may  include  in  such  claims  overassessments  discovered  by  him 
in  the  audit  of  returns  which  he  is  authorized  by  the  Commissioner 
to  audit. 

In  the  event  any  such  assessment  has  been  paid,  the  collector  may 
file  a  blanket  claim  on  Form  843  for  credit  of  such  amounts  against 
any  unpaid  assessments  standing  against  the  taxpayer  upon  the 
assessment  lists  held  by  the  collector.  If  there  are  no  such  unpaid 
assessments  against  which  credit  may  be  taken,  the  collector  shall 
submit  refund  schedules  to  cover  such  amounts  in  accordance  with 
instructions  issued  by  the  Commissioner.  But  no  such  credit  or 
refund  shall  be  allowed  or  made  unless  allowed  or  made  within  the 
statutory  period  of  limitation  properly  applicable  thereto. 

The  collector  may  also  present  claims  for  credit  of  taxes  not 
erroneously  assessed  but  found  to  be  uncollectible.  See  section  3218 
of  the  Bevised  Statutes,  as  amended.  In  such  cases  the  collector  or 
deputy  collector  who  made  the  demand  for  payment  and  is  conversant 
with  the  facts  may  prepare  the  claim  for  credit  on  Form  53.  Even 
though  the  collector  is  so  credited  with  the  amount  allowed  as  uncol- 
lectible, nevertheless  the  obligation  to  pay  still  remains  upon  the 
person  assessed.  It  is  the  duty  of  the  collector  to  use  the  same  dili- 
gence to  collect  the  tax  after  he  has  received  credit  for  an  amount 
as  uncollectible  as  before  the  allowance  of  such  credit.    Collectors 
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should  therefore  keep  a  record  of  all  taxes  thus  credited  and  of  the 
persons  from  whom  they  are  due  and  should  enforce  payment  when- 
ever it  is  in  their  power  to  do  so. 

Abt.  1254.1  Claims  for  refund  by  taxpayers.— Claims  by  the  taxpayer 
for  the  refunding  of  taxes,  interest,  penalties,  and  additions  to  tax 
erroneously  or  illegally  collected  shall  be  made  on  Form  843.  A 
separate  claim  on  such  form  shall  be  made  for  each  taxable  year  or 
period.  All  facts  relied  upon  in  support  of  the  claim  should  be  clearly 
set  forth  in  detail  imder  oath.  If  a  return  is  filed  by  an  individual 
and  a  refund  claim  is  thereafter  filed  by  a  legal  representative  of  the 
deceased,  certified  copies  of  the  letters  testamentary,  letters  of  ad- 
ministration, or  other  similar  evidence  must  be  annexed  to  the  claim, 
to  show  the  authority  of  the  executor,  administrator,  or  other 
fiduciary  by  whom  the  claim  is  filed.  If  an  executor,  administrator, 
guardian,  trusty,  receiver,  or  other  fiduciary  files  a  return  and  there- 
after a  refund  claim  is  filed  by  the  same  fiduciary,  documentary  evi- 
dence to  establish  the  legal  authority  of  the  fiduciary  need  not  accom- 
pany the  claim,  provided  a  statement  is  made  in  the  claim  showing 
that  the  return  was  filed  by  the  fiduciary  and  that  the  latter  is  still 
acting.  In  such  cases,  if  a  refund  or  interest  is  to  be  paid,  letters 
testamentary,  letters  of  administration,  or  other  evidence  may  be 
required,  but  should  be  submitted  only  upon  the  receipt  of  a 
specific  request  therefor.  If  a  claim  is  filed  by  a  fiduciary  other  than 
the  one  by  whom  the  return  was  filed,  the  necessary  docimfientary 
evidence  should  accompany  the  claim.  The  affidavit  may  be  made  by 
the  agent  of  the  person  assessed,  but  in  such  case  a  power  of  attorney 
must  accompany  the  claim.  Checks  in  payment  of  claims  allowed  will 
be  drawn  in  the  names  of  the  persons  entitled  to  the  money  and  may 
be  sent  to  such  persons  in  care  of  an  attorney  or  agent  who  'has  filed 
a  power  of  attorney  specifically  authorizing  him  to  receive  such  checks. 
The  Conunissioner  may,  however,  send  any  such  check  direct  to  the 
claimant.  In  this  connection,  see  section  3477  of  the  Revised  Stat- 
utes, which  provides: 

Seo.  3477.  All  transfers  and  assignments  made  of  any  claim  upon  the 
United  States,  or  of  any  part  or  share  thereof,  or  interest  therein, 
whether  absolute  or  conditional,  and  whatever  may  be  the  consideration 
therefor,  and  all  powers  of  attorney,  orders,  or  other  authorities  for  re- 
ceiving payment  of  any  such  claim,  or  of  any  part  or  share  thereof,  shaU 
be  absolutely  null  and  void,  unless  they  are  freely  made  and  executed 
in  the  presence  of  at  least  two  attesting  witnesses,  after  the  allowance 
of  such  a  claim,  the  ascertainment  of  the  amount  due,  and  the  issuing 
of  a  warrant  for  the  payment  thereof.  Such  transfers,  assignments, 
and  powers  of  attorney,  must  recite  the  warrant  for  payment,  and 
must  be  acknowledged  by  the  person  making  them,  before  an  officer 
having  authority  to  take  acknowledgments  of  deeds,  and  shall  be  certi- 
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fled  by  the  oflScer ;  and  it  must  appear  by  the  certificate  that  the  officer, 
at  the  time  of  the  acknowledgment,  read  and  fully  explained  the^ 
transfer,  assignment,  or  warrant  of  attorney  to  the  perscm  acknowledg- 
ing the  same. 

The  Commissioner  has  no  authority  to  refmid  on.  equitable  grounds 
penalties  or  other  amounts  legally  collected.  As  to  claims  for  refund 
of  sums  recovered  by  suit,  see  articles  1255  and  1256. 

Art.  1255.  Claims  for  refund  in  case  of  judgment  obtained  against 
collector. — (a)  Claims  for  the  amount  of  a  judgment  against  a  col- 
lector of  internal  revenue  for  the  recovery  of  taxes,  penalties,  or  other 
sums  should  be  made  on  Form  843  and  filed  with  the  Commissioner  of 
Internal  Kevenue,  Washington,  D.  C.  The  claimant  should  state  the 
grounds  of  his  claim  under  oath,  giving  the  names  of  all  the  parties 
to  the  suit,  the  cause  of  action,  the  date  of  its  commencement,  the 
date  of  the  judgment,  the  court  in  which  it  was  recovered,  and  its 
amount.  To  this  affidavit  there  should  be  annexed  a  certified  copy 
of  the  final  judgment  in  duplicate,  a  certificate  of  probable  cause, 
and  an  itemized  bill  of  the  costs  paid,  receipted  by  the  clerk  or  other 
proper  officer  of  the  court.  In  this  connection  section  989  of  the 
Revised  Statutes  provides: 

SEa  969.  When  a  recovery  is  had  in  any  suit  or  proceeding  against  a 
collector  or  other  officer  of  the  revenue  for  any  act  done  by  him,  or  for 
the  recovery  of  any  money  exacted  by  or  paid  to  him  and  by  him  paid 
into  the  Treasury,  in  the  performance  of  his  official  duty,  and  the  court 
certifies  that  there  was  probable  cause  for  the  act  done  by  the  collects 
or  other  officer,  or  that  he  acted  under  the  directions  of  the  Secretary  of 
the  Treasury,  or  other  proper  officer  of  the  Government,  no  execution 
ahall  issue  against  such  collector  or  other  officer,  but  the  amount  so  re- 
covered shaU,  upon  final  judgment,  be  provided  for  and  paid  out  of  the 
proper  appropriation  from  the  Treasury. 

(d)  If  the  judgment  debtor  shall  have  already  paid  the  amount 
recovered  against  him,  the  claim  should  be  made  in  his  name.  A 
certificate  of  the  clerk  of  the  court  in  which  the  judgment  was  recov- 
ered (or  other  satisfactory  evidence),  showing  that  the  judgment  has 
been  satisfied  and  specifying  the  exact  sum  paid  in  its  satisfaction, 
with  a  detail  of  all  items  of  costs  wMch  were  paid  by  the  judgment 
debtor  or  for  which  he  is  liable,  should  accompany  the  claim.  (See 
further  article  1254.) 

Art.  1256.^  Claiiis  for  icfmid  in  case  of  judgment  obtained  against  the 
IFnited  States. — Claims  for  the  amounts  of  judgments  rendered  by 
United  States  District  Courts  and  the  United  States  Court  of  Claims 
against  the  United  States  for  the  recovery  of  taxes,  penalties,  or 
other  sums  shall  be  made  on  Form  843  in  the  manner  prescribed  by 


*  See  T.  D.  4262,  p.  308. 
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paragraph    (a)   of  article  1255  in  the  case  of  judgments  against 
collectors,  except  that — 

(a)  A  certificate  of  probable  cause  is  not  required; 

(5)  The  claims  shall  be  executed  in  duplicate;  and 

(c)  In  the  case  of  a  judgment  rendered  by  the  Court  of  Claims 
there  may  be  submitted,  in  place  of  a  certified  copy  of  the  final  judg- 
ment, a  certificate  of  the  judgment  issued  by  the  clerk  of  the  court 
and  two  copies  of  the  court's  opinion,  if  any  was  rendered. 

Art.  1257.  Limitations  upon  the  crediting  and  refunding^  of  taxes 
paid. — (a)  Except  as  provided  in  (6)  of  this  article,  (1)  the  Com- 
missioner is  prohibited  from  making  credits  or  refunds  of  income 
tax  imposed  by  the  Revenue  Act  of  1928  after  two  years  from  the 
time  the  tax  was  paid  unless  before  the  expiration  of  such  two-year 
period  a  claim  therefor  is  filed,  and  (2)  the  amount  of  such  credit 
or  refund  shall  not  exceed  the  portion  of  the  tax  paid  during  the 
two-year  period  immediately  preceding  the  date  of  the  allowance 
of  the  credit  or  refund,  or,  if  the  credit  or  refund  is  based  upon  a 
claim,  the  amount  of  the  credit  or  refund  shall  not  exceed  the  portion 
of  the  tax  paid  during  the  two-year  period  immediately  preceding 
the  date  of  filing  such  claim. 

(6)  In  any  ca,se  where  a  person  having  a  right  to  file  a  petition 
with  the  Board  of  Tax  Appeals  with  respect  to  a  deficiency  in  income 
tax  imposed  by  the  Revenue  Act  of  1928  files  such  petition  within  the 
prescribed  time,  no  credit  or  refund  of  the  tax  for  the  year  to  which 
the  deficiency  relates  shall  be  allowed  or  made,  and  no  suit  for  the 
recovery  of  any  part  of  such  tax  shall  be  instituted  by  the  taxpayer, 
except  that — 

(1)  If  the  Board  finds  that  there  is  no  deficiency  but  that  the  per- 
son has  overpaid  his  tax  for  the  year  to  which  the  notice  of  deficiency 
relates,  and  the  decision  of  the  Board  as  to  the  amount  overpaid  has 
become  final  (see  section  1005  of  the  Revenue  Act  of  1926),  the  over- 
payment shall  be  credited  or  refunded,  but  no  such  credit  or  refimd 
shall  be  made  of  any  portion  of  the  tax  paid  more  than  two  yjcars 
before  the  filing  of  the  refund  claim  therefor  or  the  filing  of  the 
petition,  whichever  is  earlier. 

(2)  In  the  case  of  a  jeopardy  assessment  made  under  section  273, 
if  the  amount  which  should  have  been  assessed  as  determined  by  a 
decision  of  the  Board  which  has  become  final  is  less  than  the  amount 
already  collected,  the  excess  payment  shall  be  credited  or  refunded 
subject  to  the  limitation  provided  in  (6)  (1)  of  this  article. 

(3)  If  the  amount  of  the  deficiency  determined  by  the  Board  (in 
a  case  where  collection  has  not  been  stayed  by  the  filing  of  a  bond) 
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is  disallowed  in  whole  or  in  part  by  the  reviewing  cx)urt,  then  the 
overpayment  resulting  from  such  disallowance  shall  be  credited  cw 
refunded  without  the  making  of  claim  therefor.  (See  section  1001 
(d)  of  the  Eevenue  Act  of  1926,  as  amended  by  section  603  of  the 
Revenue  Act  of  1928.) 

(4)  Where  the  amount  collected  is  in  excess  of  the  amount  com- 
puted in  accordance  with  the  decision  of  the  Board  which  has  become 
final,  the  excess  payment  shall  be  credited  or  refunded  within  the 
period  of  limitation  provided  in  section  322  (b). 

(5)  Where  an  amount  is  collected  after  the  statutory  period  of 
limitation  upon  the  beginning  of  distraint  or  a  proceeding  in  court 
for  collection  has  expired  (see  article  1202),  the  taxpayer  may  file 
ft  claim  for  refund  of  the  amount  so  collected  within  the  period  of 
limitation  provided  in  section  322  (b).  In  any  such  case,  the  decision 
of  the  Board  as  to  whether  the  statutory  period  upon  collection  of 
the  tax  expired  bef  one  notice  of  the  deficiency  was  mailed  shall,  when 
the  decision  becomes  final,  be  conclusive. 
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TITLE  III— AMENDMENTS  TO  1928  INCOME  TAX 

SEC.  501.  AFFILIATED  CORPORATIONS— STATUTE  OF  LIMITA- 
TIONS. 

(a)  Section  240  of  the  Revenue  Act  of  1926  is  amended  by  adding 
at  the  end  thereof  a  new  subdivision  to  read  as  follows : 

"(h)  (1)  If  a  notice  under  subdivision  (a)  of  section  274  in  respect 
of  a  deficiency  for  the  taxable  year  1922,  1923,  1924,  1925,  1926,  or  1927, 
has  been  mailed  to  a  corporation,  the  suspension  of  the  running  of  the 
statute  of  limitations,  provided  in  subdivision  (b)  of  section  277  and 
in  subdivision  (1)  of  section  283,  shall  aK>ly  in  the  case  of  corpora- 
tions with  which  such  corjjoration  made  a  consolidated  return  for  such 
taxable  year. 

(2)  If  a  notice  under  subdivision  (a)  of  section  274  in  respect  of  a 
deficiency  for  the  taxable  year  1921  or  any  previous  taxable  year  has 
been  mailed  to  a  corporation,  the  suspension  of  the  running  of  the 
statute  of  limitations  provided  in  subdivision  (b)  of  section  277  and 
in  subdivision  (1)  of  section  283,  shall  apply  in  the  case  of  the  cor- 
porations with  which  such  corporation  was  affiliated,  determined  in 
accordance  with  the  law  applicable  to  the  year  in  respect  of  which  the 
deficiency  is  asserted.'* 

(b)  Subsection  (a)  of  this  section  shall  apply  in  all  cases  where  the 
period  of  limitation  has  not  expired  prior  to  the  enactment  of  this  Act. 

SEC.  502.  EXTENSION  OF  TIME  FOR  PAYMENT  OF  DEFICIEN- 
CIES. 

Section  274  (k)  of  the  Revenue  Act  of  1926  is  amended  by  striking 
out  "may  grant  an  extension  for  the  payment  of  such  deficiency  or 
any  part  thereof  for  a  period  not  in  excess  of  18  months  "  and  insert- 
ing in  lieu  thereof  "may  grant  an  extension  for  the  payment  of  such 
deficiency  or  any  part  thereof  for  a  period  not  in  excess  of  18  months, 
and,  in  exceptional  cases,  for  a  further  period  not  in  excess  of  12 
months." 

SEC.  503.  REQUEST  FOR  PROMPT  ASSESSMENT. 

Section  277  (a)  (4)  of  the  Revenue  Act  of  1926  is  amended  to  read 
as  follows: 

"(4)  In  the  case  of  income  received  during  the  lifetime  of  a  dece- 
dent, or  by  his  estate  during  the  period  of  administration,  or  by  a  cor- 
poration, the  tax  shall  be  assessed,  and  any  proceeding  in  court  with- 
out assessment  for  the  collection  of  such  tax  shall  be  begun,  within  one 
year  after  written  request  therefor  (filed  after  the  return  is  made), 
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by  the  executor,  administrator,  or  other  fiduciary  representing  the 
estate  of  such  decedent,  or  by  the  corporation,  but  not  after  the  expira- 
tion of  the  period  prescribed  for  the  assessment  of  the  tax  in  paragraph 
(1),  (2),  or  (3)  of  this  subdivision.  This  paragraph  shall  not  apply 
in  the  case  of  a  corporation  unless  (A)  such  written  request  notifies 
the  Commissioner  that  the  corporation  contemplates  dissolution  at  or 
before  the  expiration  of  such  year;  and  (B)  the  dissolution  is  in  good 
faith  begun  before  the  expiration  of  such  year;  and  (C)  the  dissolu- 
tion is  completed ;  nor  shall  it  apply  in  the  case  of  income  of  a  corpora- 
tion or  of  an  estate  during  the  period  of  administration  unless  the 
written  request  is  filed  after  the  enactment  of  the  Revenue  Act  of  1928." 

SEC.  504.  SUSPENSION  OF  RUNNING  OF  STATUTE  OF  LIMITA- 
TIONS. 

(a)  Section  277  (b)  of  the  Revenue  Act  of  1926  is  amended  to  read 
as  follows: 

"(b)  The  running  of  the  statute  of  limitations  provided  in  this 
section  or  in  section  278  on  the  making  of  assessments  and  the  begin- 
ning of  distraint  or  a  proceeding  In  court  for  collection,  in  respect  of 
any  deficiency,  shall  (after  the  mailing  of  a  notice  under  subdivision 
(a)  of  section  274)  be  suspended  for  the  period  during  which  the 
Commissioner  is  prohibited  from  making  the  assessment  or  beginning 
distraint  or  a  proceeding  in  court  (and  in  any  event,  if  a  proceeding 
in  respect  of  the  deficiency  is  placed  on  the  docket  of  the  Board,  until 
the  decision  of  the  Board  becomes  final),  and  for  60  days  thereafter." 

(b)  Subsection  (a)  of  this  section  shall  apply  in  all  cases  where 
the  period  of  limitation  has  not  expired  prior  to  the  enactment  of  this 
Act 

BSC.  505.  SAME— TRANSFEREE  CASES. 

(a)  Section  280  (d)  of  the  Revenue  Act  of  1926  is  amended  to  read 
as  follows: 

"(d)  The  running  of  the  statute  of  limitations  upon  the  assessment 
of  the  liability  of  a  transferee  or  fiduciary  shall,  after  the  mailing  of 
the  notice  under  subdivision  (a)  of  section  274  to  the  transferee  or 
fiduciary,  be  suspended  for  the  period  during  which  the  Commissioner 
is  prohibited  from  making  the  assessment  in  respect  of  the  liability  of 
the  transferee  or  fiduciary  (and  in  any  event,  if  a  proceeding  in  respect 
of  the  liability  is  placed  on  the  docket  of  the  Board,  until  the  decision 
of  the  Board  bectmies  final),  and  for  60  days  thereafter." 

(b)  Subsection  (a)  of  this  section  i^all  apply  in  all  cases  where  the 
period  of  limitation  has  not  expired  i)rior  to  the  enactment  of  this  Act 

SEC.  506.  WAIVERS  AFTER  EXPIRATION  OF  PERIOD  OF  LIMI- 
TATION. 

(a)  Section  278  (c)  and  (d>  of  the  Revenue  Act  of  1926  are  amended 
to  read  as  follows : 

**(c)  Where  before  the  exi^ration  of  the  time  larescribed  in  section 
277  for  the  assessment  of  the  tax,  both  the  Commissioner  and  the  tax- 
payer have  consented  in  writing  to  its  assessment  after  such  time,  the 
tax  may  be  assessed  at  any  time  prior  to  the  expiration  of  the  period 
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agreed  upon.  The  period  so  agreed  upon  may  be  extended  by  subse- 
quent agreements  in  writing  made  before  the  expiration  of  the  period 
previously  agreed  upon. 

"(d)  Where  the  assessment  of  any  income,  excess-profits,  or  war- 
profits  taxes  imposed  by  this  title  or  by  prior  Act  of  Congress  has 
been  made  (whether  before  or  after  the  enactment  of  this  Act)  within 
the  period  of  limitation  properly  applicable  thereto,  such  tax  may  be 
collected  by  distraint  or  by  a  proceeding  in  court  (begun  before  or 
after  the  enactment  of  this  Act),  but  only  if  begun  (1)  within  six 
years  after  the  assessment  of  the  tax,  or  (2)  prior  to  the  expiration 
of  any  period  for  collection  agreed  upon  in  writing  by  the  Commis- 
sioner and  the  taxpayer  before  the  expiration  of  such  six-year  period. 
The  period  so  agreed  upon  may  be  extended  by  subsequent  agreements 
in  writing  made  before  the  expiration  of  the  period  previously  agreed 
upon." 

(b)  Section  278  of  the  Revenue  Act  of  1926  is  further  amended  by 
adding  at  the  end  thereof  a  new  subdivision  to  read  as  follows: 

"(f)  Any  agreement  which  would  be  within  the  provisions  of  sub- 
division (c)  or  (d)  of  this  section  but  for  the  fact  that  it  was  exe- 
cuted after  the  expiration  of  the  period  of  limitation  extended  by 
such  agreement,  shall  be  valid  and  effective  according  to  its  terms  if 
entered  into  after  the  enactment  of  the  Revenue  Act  of  1928  and  before 
January  1,  1929." 

(c)  The  amendments  made  by  this  section  to  the  Revenue  Act  of 
1926  shall  not  be  construed  as  in  any  manner  affecting  the  validity 
of  waivers  made  prior  to  the  enactment  of  this  Act  which  shall  be 
determined  according  to  the  law  in  existence  at  the  time  such  waiver 
was  filed. 

SEC.  507.  OVERPAYMENTS  FOUND  BY  BOARD  OF  TAX  APPEALS. 

Section  284  (e)  of  the  Revenue  Act  of  1926  is  amended  to  read  as 
follows : 

"(e)  If  the  Board  finds  that  there  is  no  deficiency  and  further  finds 
that  the  taxpayer  has  made  an  overpayment  of  tax  in  respect  of  the 
taxable  year  in  respect  of  which  the  Commissioner  determined  the 
deficiency,  the  Board  shall  have  jurisdiction  to  determine  the  amount 
of  such  overpayment,  and  such  amount  shall,  when  the  decision  of  the 
Board  has  become  final,  be  credited  or  refunded  to  the  taxpayer  as  pro- 
vided in  subdivision  (a).  Unless  claim  for  credit  or  refund,  or  the 
petition,  was  filed  within  the  time  prescribed  in  subdivision  (g)  for 
filing  claims,  no  such  credit  or  refund  shall  be  made  of  any  portion  of 
the  tax  paid  more  than  four  years  (or,  in  the  case  of  a  tax  imposed  by 
this  title,  more  than  three  years)  before  the  filing  of  the  claim  or  the 
filing  of  the  petition,  whichever  is  earlier." 

TITLE  IV— ADMINISTRATIVE   PROVISIONS 
SEC.  601.  BOARD  OF  TAX  APPEALS— PROCEDURE. 

Sections  906  and  907  (a)  and  (b)  of  the  Revenue  Act  of  1924,  as 
amended,  are  further  amended  to  read  as  follows : 

"  Sec.  906.  (a)  The  chairman  may  from  time  to  time  divide  the  Board 
into  divisions  of  one  or  more  members,  assign  the  members  of  the 
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Board  thereto,  and  In  cam  of  a  division  of  more  than  one  member,  des- 
ignate the  chief  thereof.  If  a  dlvlatoii,  as  a  result  of  a  vacancy  or  the 
absence  or  inability  of  a  member  assigned  thereto  to  serre  thereon,  Is 
composed  of  less  than  the  number  of  members  designated  for  the  divi- 
sion, the  chairman  may  assign  other  members  to  the  division  or  direct 
the  division  to  proceed  with  the  transaction  of  business  without  await- 
InC  any  additional  assignment  of  members  thereto.  A  division  shall 
hear,  and  make  a  determination  upon,  any  proceeding  instituted  befoi« 
the  Board  and  any  motion  In  connection  therewith,  assigned  to  such 
division  by  the  chairman,  and  shall  make  a  report  of  any  such  deter- 
mination which  constitutes  its  final  disposition  of  the  proceeding. 

**(h>  The  report  of  the  division  shall  become  the  report  of  the  Board 
within  SO  days  after  such  report  by  the  division,  unless  within  such 
period  the  chairman  has  directed  that  such  report  shall  be  reviewed 
by  the  Board.  Any  prriiminary  action  by  i^  division  which  does  not 
form  the  basis  for  the  entry  of  the  final  decision  shall  not  be  subject  to 
review  by  the  Board  except  In  accordance  with  such  rules  as  the  Board 
may  prescribe.  The  report  of  a  division  shall  not  be  a  part  of  the  record 
in  any  case  in  which  the  chairman  directs  that  sudi  report  sbaU  be 
reviewed  by  the  Board. 

*'(c)  If  a  petition  for  a  redetermination  of  a  deficiency  has  been  filed 
h^  the  taxpayer,  a  decision  of  the  Board  dismissing  the  proceeding  shall 
be  considered  as  its  decision  that  the  deficiency  is  the  amount  deter- 
mined by  the  Commissioner.  An  order  specifying  such  amount  shall 
be  entered  in  the  records  of  the  Board  unless  the  Board  can  not  deter- 
mine such  amount  from  the  record  in  the  proceeding,  or  unless  the  dis- 
missal is  for  lack  of  jurisdiction. 

'*(d)  A  decision  of  the  Board  (except  a  decision  dismissing  a  pro- 
ceeding for  lack  of  jurisdiction)  shaU  be  held  to  be  rendered  upon  the 
date  that  an  order  specifying  the  amount  of  the  deficiency  is  entered 
In  the  records  of  the  Board.  If  the  Board  dismisses  a  proceeding  for 
reasons  other  than  lack  of  jurisdiction  and  Is  unable  from  the  record 
to  determine  the  amount  of  the  deficiency  determined  by  the  Commis- 
sioner, or  If  the  Board  dismisses  a  proceeding  for  lack  of  jurisdiction, 
an  order  to  that  effect  shall  be  entered  in  the  records  of  the  Board, 
and  the  decision  of  the  Board  shall  he  h^d  to  be  rendered  upon  the 
date  of  soch  entry. 

'^(e)  If  the  assessment  or  coOectlon  of  any  tax  Is  barred  by  any 
statute  of  limitations,  the  decision  of  the  Board  to  that  effect  shall  be 
considered  as  its  dedsion  that  there  Is  no  deficiracy  in  respect  of 

SQCh  t^WTf 

"(f)  The  findings  of  the  Board  made  In  connection  with  any  decision 
prior  to  the  enactment  of  the  Revenue  Act  of  1926  shall,  notwithstand- 
ing the  enactment  of  soch  Act,  continue  to  be  prima  fade  evidence  of 
the  facts  therein  stated. 

••flna  907.  (a)  Notice  apd  opportunity  to  be  heard  upon  any  pro- 
ceeding instituted  before  the  Board  shall  be  given  to  the  taxpayer 
and  the  Commissioner,  and  a  report  upon  the  proceeding  and  a  dedsion 
thereon  shaU  be  made  as  quickly  as  practicable.  The  decision  shaU 
be  made  by  a  member  In  accordance  with  the  report  of  the  Board,  and 
such  decision  so  made  shall,  when  entered,  be  the  decision  of  the  Board. 
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If  an  opportunity  to  be  heard  upon  the  proceeding  is  given  before  a 
division  of  the  Board,  neither  the  taxpayer  nor  the  Commissioner  shall 
be  entitled  to  notice  and  opportunity  to  be  heard  l)efore  the  Board  upon 
review,  except  upon  a  specific  order  of  the  chairman.  Hearings  before 
the  Board  and  its  divisions  shall  be  open  to  the  public,  and  the  testi- 
mony, and,  if  the  Board  so  requires,  the  argument  shall  be  steno- 
graphically  reported.  The  Board  is  authorized  to  contract  (by  renewal 
of  contract  or  otherwise)  for  the  reporting  of  such  hearings,  and  in 
such  contract  to  fix  the  terms  and  conditions  under  which  transcripts 
will  be  supplied  by  the  contractor  to  the  Board  and  to  other  persons 
and  agencies.  The  proceedings  of  the  Board  and  its  divisions  shall  be 
conducted  in  accordance  with  such  rules  of  practice  and  procedure 
(other  than  rules  of  evidence)  as  the  Board  may  prescribe  and  in 
accordance  with  the  rules  of  evidence  applicable  in  courts  of  equity 
of  the  District  of  Columbia.  In  any  proceeding  involving  the  issue 
whether  the  petitioner  has  been  guilty  of  fraud  with  intent  to  evade 
tax,  where  no  hearing  has  been  held  before  the  enactment  of  the 
Revenue  Act  of  1928,  the  burden  of  proof  in  respect  of  such  issue  shall 
be  upon  the  Commissioner.  The  mailing  by  registered  mail  of  any 
pleading,  decision,  order,  notice,  or  process  in  respect  of  proceedings 
before  the  Board  shall  be  held  suflScient  service  of  such  pleading; 
decision,  order,  notice,  or  process. 

"(b)  It  shall  be  the  duty  of  the  Board  and  of  each  division  to  indude 
In  its  report  upon  any  proceeding  its  findings  of  fact  or  opinion  or 
memorandum  opinion.  The  Board  shall  report  in  writing  all  its  find- 
ings of  fact,  opinions  and  memorandum  opinions." 

SEC.   602.  BOARD    OF   TAX   APPEALS— TRANSFEREE   PROCEED- 
INGS. 

Titie  IX  of  the  Revenue  Act  of  1924,  as  amended,  is  further  amended 
by  adding  at  the  end  thereof  two  new  sections  to  read  as  follows : 

"  TKANSFESEE!  PROCEEDINGS 

"Sbo.  912.  In  proceedings  before  the  Board  the  burden  of  proof 
shall  be  Upon  the  Commissioner  to  show  that  a  petitioner  is  liable  as  a 
transferee  of  property  of  a  taxpayer,  but  not  to  show  that  the  taxpayer 
was  liable  for  the  tax. 

"  Sbo.  913.  Upon  application  to  the  Board,  a  transferee  of  property 
of  a  taxpayer  shall  be  entitled,  under  rules  prescribed  by  the  Board, 
to  a  preliminary  examination  of  books,  papers,  documents,  correspond- 
ence, and  other  evidence  of  the  taxpayer  or  a  preceding  transferee  ot. 
the  taxpayer's  property,  if  the  transferee  making  the  application  is  a 
petitioner  before  the  Board  for  the  redetermination  of  his  liability  in 
respect  of  the  tax  (including  interest,  penalties,  additional  amounts, 
and  additions  to  the  tax  provided  by  law)  imposed  upon  the  taxpayer. 
Upon  such  api^ication  the  Board  may  require  by  subpoena,  ordered  by 
the  Board  or  any  division  thereof  and  signed  by  a  member,  the  pro- 
duction of  all  such  books,  pai)ers,  documents,  correspondence,  and  other 
evidence  within  the  United  States  the  production  of  which,  in  the 
opinion  of  the  Board  or  division  thereof,  is  necessary  to  enable  the 
transferee  to  ascertain  the  liability  of  the  taxpayer  or  preceding  trans- 
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fere©  and  will  not  result  in  undue  hardship  to  the  taxpayer  ot  preced- 
inir  transferee.  Bnch  examination  shall  be  had  at  such  time  and  place 
as  may  be  designated  in  the  subpcena/' 

SEC.  fi03.  BOARD  OF  TAX  APPBALS--^OURT  REVIEW  OP  DE- 
CISION. 

Subdivisions  (c)  and  (d)  of  section  1001  of  the  Revenue  Act  of  1926 
are  amended  to  read  as  followB : 

"(c)  Notwithstanding  any  provision  of  law  imposing  restrictions  on 
the  assessment  and  «rtlection  of  deficiencies,  such  review  shall  not 
operate  as  a  stay  of  assessment  or  collection  of  any  portion  of  the 
amount  of  the  deficiency  determined  by  the  Board  unless  a  petition  for 
review  in  respect  of  such  portion  is  duly  filed  by  the  taxpayer,  and 
then  only  if  the  taxpayer  (1)  on  or  before  the  time  his  petition  for 
review  is  filed  has  filed  with  the  Board  a  bond  in  a  sum  fixed  by  the 
Board  not  exceeding  double  the  amount  of  the  portion  of  the  deficiency 
in  respect  of  which  the  petition  for  review  is  filed,  and  with  surety 
approved  by  the  Board,  conditioned  upon  the  payment  of  the  deficiency 
as  finally  determined,  together  with  any  interest,  additional  amounts, 
or  additions  to  the  tax  provided  for  by  law,  or  (2)  has  filed  a  jeopardy 
bond  under  the  income  or  estate  tax  laws.  If  as  a  result  of  a  waiver  of 
the  restrictions  (m  the  assessment  and  collection  of  a  deficiency  any 
part  of  the  amount  determined  by  the  Board  is  paid  after  the  filing  of 
the  review  bond,  such  bond  shall,  at  the  request  of  the  taxpayer,  be 
proportionately  reduced. 

"(d)  In  cases  where  assessment  or  collection  has  not  been  stayed  by 
the  filing  of  a  bond,  then  if  the  amount  of  the  deficiency  determined  by 
the  board  is  disallowed  in  whole  or  in  part  by  the  court,  the  amount  so 
disallowed  shall  be  credited  or  refunded  to  the  taxpayer,  without  the 
making  of  claim  therefor,  or,  if  collection  has  not  been  made,  shall  be 
abated.'* 

SEC.  604.  SUITS  TO  RESTRAIN  ENFORCEMENT  OF  LIABILITY 
OF  TRANSFEREE  OR  FIDUCIARY. 

No  suit  shall  be  maintained  in  any  court  for  the  purpose  of  restraining 
the  assessment  or  collection  of  (1)  the  amount  of  the  liabiUty,  at  law 
or  in  equity,  of  a  transferee  of  property  of  a  taxpayer  in  respect  of  any 
income,  war-profits,  excess-profits,  or  estate  tax,  or  (2)  the  amount  of 
the  liability  of  a  fiduciary  under  section  3467  of  the  Revised  Statutes 
in  respect  of  any  such  tax. 

SEC.  605.  RETROACTIVE  REGULATIONS. 

Section  1108  (a)  of  the  Revenue  Act  of  1026  is  amended  to  read  as 
follows : 

"  Sec.  1108.  (a)  In  case  a  regulation  or  Treasury  decision  relating  to 
the  internal-revenue  laws  is  amended  by  a  subsequent  regulation  or 
Treasury  decision,  made  by  the  Secretary  or  by  the  Commissioner  with 
the  approval  of  the  Secretary,  such  subsequent  regulation  or  Treasury 
decision  may,  with  the  approval  of  the  Secretary,  be  applied  without 
retroactive  effect." 
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SEC.  606.  CLOSING  AGREEMENTS. 


(a)  Authorization. — ^The  CJommissioner  (or  any  ofllcer  or  employee 
of  the  Bureau  of  Internal  Revenue,  including  the  field  service,  author- 
ized in  writing  by  the  Commissioner)  is  authorized  to  enter  into  an 
agreement  in  writing  with  any  person  relating  to  the  liability  of  such 
person  (or  of  the  person  or  estate  for  whom  he  acts)  in  respect  of  any 
internal-revenue  tax  for  any  taxable  period  ending  prior  to  the  date  of 
the  agreement. 

(h)  Finality  of  agreements. — If  such  agreement  is  approved  by  the 
Secretary,  or  the  Undersecretary,  within  such  time  as  may  be  stated  in 
such  agreement,  or  later  agreed  to,  such  agreement  shall  be  final  and 
conclusive,  and,  except  upon  a  showing  of  fraud  or  malfeasance,  or  mis- 
representation of  a  material  fact — 

(1)  the  case  shall  not  be  reoi)ened  as  to  the  matters  agreed  upon 
or  the  agreement  modified,  by  any  oflScer,  employee,  or  agent  of  the 
United   States,   and 

(2)  in  any  suit,  action,  or  proceeding,  such  agreement,  or  any 
determination,  assessment,  collection,  payment,  abatement,  refund, 
or  credit  made  in  accordance  therewith,  shall  not  be  annulled, 
modified,  set  aside,  or  disregarded. 

(c)  Section  1106  (b)  of  the  Revenue  Act  of  1926  is  repealed,  effective 
on  the  expiration  of  30  days  after  the  enactment  of  this  Act,  but  such 
repeal  shall  not  affect  any  agreement  made  before  such  repeal  takes 
effect 

Art.  1301.  Closing  agreements  relating  to  tax  liability  in  respect  of 
internal-revenue  taxes. — Closing  agreements  provided  for  in  section 
606  may  relate  to  any  taxable  period  ending  prior  to  the  date  of 
the  agreement.  Such  an  agreement  may  be  executed  even  though 
under  such  agreement  the  taxpayer  is  not  liable  for  any  tax  for 
the  period.  The  matter  agreed  upon  may  relate  to  the  total  tax  lia- 
bility of  the  taxpayer  or  it  may  relate  to  one  or  more  separate  items 
affecting  the  tax  liability  of  the  taxpayer.  For  example,  an  agree- 
ment may  be  entered  into  with  respect  to  the  amount  of  gross 
income,  to  deductions  for  losses,  depreciation,  depletion,  etc.,  or  to 
the  value  of  property  on  a  basic  date.  Accordingly,  there  may  be  a 
series  of  agreements  relating  to  the  tax  liability  for  a  single  taxable 
period.  Any  tax  or  deficiency  in  tax  determined  pursuant  to  such 
an  agreement  shall  be  assessed  and  collected,  and  any  overpayment 
determined  pursuant  thereto  shall  be  credited  or  refunded,  in  ac- 
cordance with  the  applicable  provisions  of  the  Act.  (See  also 
section  616.) 

SEC.  607.  EFFECT  OF  EXPIRATION  OF  PERIOD  OF  LIMITATION 
AGAINST  UNITED  STATES. 

Any  tax  (or  any  interest,  penalty,  additional  amount,  or  addition 
to  such  tax)  assessed  or  paid  (whether  before  or  after  the  enactm^it 
of  this  Act)  after  the  expiration  of  the  period  of  limitation  properly 
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the  peHod  Of  Itoltauon  f^nLTso^h  o.aiT  *''*^^'"'  '«  «'^  -""" 
'"'agIinJt  TAXpIv"#h"'^"°'^  ^'^  ^'^^^^^  °-  LIMITATION 

(a)  if  made  after  the  exDirati^n  ^^  f*.     ^^'^"emis— 

refund  was  aade  after  TeMiTntT"""''  "'  *'^  ^'^*'  «  '"« 
aung  suit,  mless-  ^^'ration  of  the  period  of  limitation  for 

agreed  to  writing  to^^a  L  f^^.^""  »'"'   ''"^  Commissioner 

tation«  for  fliing^snit  ^He  dateTt^he  °'  '"'  '*''"'•'  "'  ""'»■ 
of  final  decision  to  one  or  J^l  „       .         agreement  to  the  date 

«-  Cnlted  States  CrdVrx"lpm.:T.r°  ^"^  '"*«'« 
fiwn  *««   ««  appeals  or  the  courts. 

SEC.  609.  ERRONEOUS  CREDITS 

^  '^^'T^l^:^rJ'^l~^,,^'^^  a-.nst  a  liaMllt, 
«f  such  liability  wonld  be  consldewrt  i^  ^  Payment  in  respect 

(b)  credit  ot  barred  ovSS-A  ST'  ""'"  "«'""■  '^■ 
respect  of  any  tax  shall  be  Told  If  T  ref „nrt^  I  ""  overpayment  In 
be  considered  erroneous  under  secUonl^  overpayment  would 

to  liS"rr4r:r;;i^''er?'r "'  "^  «^'»'  *»"  «pp'y 

uciore  or  after  the  enactment  of  this  Act 

SEC  6,0.  RECOVERY  OF  AMOUNTS  ERRONEOUSLY  REFUNDED 
(a)  Any  portion  of  nn  {«i4-»w^  t  '^B'Funueu, 

-ty.  addiL^i  zir<.ix:rrs:.T^  r  ""^  '-*"-'•  p«°- 

erroneously  made,  within  the  mewL  o^^  ^'  ""^^"^  "*  ^"<*  «« 
meut  of  this  Act.  may  be  i^ei^bv  ° uT^°"  *^'  '"«'  «■«  ^""^t" 
nmted  States,  but  <»irif^h^t  ,„  ^~"^'"  *°  «'*'  ■««"«  of  the 
the  maktog  of  such  relLd  ^^  *«  ^^^  ^thlu  two  years  after 

.Iti^Umfioraramoul^SitT''"^.*"  <'''  "^  «°'«-'.  Pe- 
-eously  refunded  (if  suZr^aZolT  '^''  "."•='  ""^  "^  «"- 
Mder  section  608)  may  be  recov^^K  •  ™"«'<J^red  as  erroneous 
the  United  States/ b^onS  T^Tt^/.  '!1„^"^"«'''  *"  the  name  of 

ot  two  years  afte;  the  m^Tsul^:2^"  '^"'^  *^*  ^^'"'"'>" 
whichever  date  is  later.  ^^^  **  I****™  "ay  1,  1828, 

SEC.  611.  COLLECTIONS  STAYED  BY  CLAIM  tm   *  =  .^ 

«  any  totemal.«»venue  tax    (or  anv   ..  ABATEMENT. 

•»ount.  or  addition  to  such  tL)  ^a^i^i^T  '*'"'"''  ''•'««<»"^ 
properly  appUaiNe  thereto,  ass^^Jl*?  "■*  '*^<"'  »'  limitation 
-  aha^ment  was  fil«i.  with  orTth^rr:.^  'ZX^^ 
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any  part  thereof  was  stayed,  then  the  iwyment  of  snch  part  (made 
before  or  within  one  year  after  the  enactment  of  this  Act)  shall  not 
be  considered  as  an  overpayment  under  the  provisions  of  section  607, 
relating  to  payments  made  after  the  expiration  of  the  period  of  limita- 
tion on  assessment  and  collection. 

SEC.  612.  REPEAL  OF  SECTION  1106  (a)  OF  1926  ACT. 

Section  1106  (a)  of  the  Revenue  Act  of  1926  Is  repealed  as  oi 
February  26,  1928. 

SEC.  613.  LIEN  FOR  TAXES.l 

(a)  Section  3186  of  the  Revised  Statutes,  as  amended,  is  amended 
to  read  as  follows : 

"  Seo.  3186.  (a)  If  any  person  liable  to  pay  any  tax  neglects  or 
refuses  to  pay  the  same  after  demand,  the  amount  (including  any 
interest,  penalty,  additional  amount,  or  addition  to  such  tax,  together 
with  any  costs  that  may  accrue  in  addition  thereto)  shall  be  a  lien  in 
favor  of  the  United  States  upon  all  property  and  rights  to  property, 
whether  real  or  personal,  belonging  to  such  person.  Unless  another  date 
is  specifically  fixed  by  law,  the  lien  shall  arise  at  the  time  the  assess- 
ment list  was  received  by  the  collector  and  shall  continue  until  the 
liability  for  such  amount  is  satisfied  or  becomes  unenforceable  by 
reason  of  lapse  of  time. 

"(b)  Such  lien  shall  not  be  valid  as  against  any  mortgagee,  pur- 
chaser, or  judgment  creditor  until  notice  thereof  has  been  filed  by  the 
collector — 

"(1)  in  accordance  with  the  law  of  the  State  or  Territory  in  which 
the  property  subject  to  the  lien  is  situated,  whenever  the  State  or  Ter- 
ritory has  by  law  provided  for  the  filing  of  such  notice;  or 

"(2)  in  the  ofllce  of  the  clerk  of  the  United  States  District  Court  for 
the  judicial  district  in  which  the  property  subject  to  the  lien  is  situated, 
whenever  the  State  or  Territory  has  not  by  law  provided  for  the  filing 
of  such  notice ;  or 

"(3)  in  the  office  of  the  derk  of  the  Supreme  Court  of  the  District  of 
Columbia,  if  the  property  subject  to  the  lien  is  situated  in  the  District 
of  Columbia. 

•*(c)  Subject  to  such  regulations  as  the  Commissioner  of  Internal 
Revenue,  with  the  approval  of  the  Secretary  of  the  Treasury,  may 
prescribe,  the  ccrflector  of  internal  revenue  charged  with  an  assessment 
in  rei^pect  of  any  tax — 

"(1)  May  issue  a  certificate  of  release  of  the  ITen  if  the  collector 
finds  that  the  liability  for  the  amount  assessed,  together  with  all  inter- 
est in  respect  thereof,  has  been  satisfied  or  has  become  unenforceable; 

"(2)  May  issue  a  certificate  of  release  of  the  lien  if  there  is  fur- 
nished to  the  collector  and  acc^ted  by  him  a  bond  that  is  conditioned 
upon  the  payment  of  the  amount  assessed,  together  with  all  interest  in 
respect  thereof,  within  the  time  prescribed  by  law  (including  any  ex- 
tension of  such  time) ,  and  that  is  in  accordance  with  such  requirements 
relating  to  terms,  conditions,  and  form  of  the  bond  and  sureties  thereon, 
as  may  be  specified  in  the  regulations: 


sen 


*  See  T.  D.  4275,  p.  369. 
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"(8)  May  issue  a  certificate  of  partial  discharge  of  any  part  of  the 
property  subject  to  the  lien  if  the  collector  finds  that  the  fair  market 
value  of  that  part  of  such  property  remaining  subject  to  the  lien  is  at 
least  double  the  amount  of  the  liability  remaining  unsatisfied  in  re- 
spect of  such  tax  and  the  amount  of  all  prior  liens  upon  such  property 

"(d)  A  certificate  of  i^ease  or  of  partial  discharge  issued  under 
thLs  section  shall  be  held  conclusive  that  the  lien  upon  the  property 
covered  by  the  certificate  is  extinguished. 

"(e>  The  Commissioner  of  Internal  Revenue,  with  the  aw>roval  of 
the  Secretary  of  the  Treasury,  may  by  regulation  provide  for  the  accept- 
ance of  a  single  bond  complying  both  with  the  requirements  of  section 
272  (J)  of  the  Revenue  Act  of  1928  (relating  to  the  extension  of  time 
for  the  payment  of  a  deficiency),  or  of  any  similar  provisions  of  any 
prior  law,  and  the  requirements  of  subsection  (c)  of  this  section 

"(f)  Subsections  (c),  (d),  and  (e)  of  this  section  shall  apply  to  a 
lien  In  respect  of  any  internal-revenue  tax,  whether  or  not  the  lien  is 
imposed  by  this  section." 

-  JJ?^  ''^  ^^^"^^  sentence  of  section  816  (a>  of  the  Revenue  Act  of 
1926  is  repealed. 

SBC.  614.  INTEREST  ON  OVERPAYMENTS. 

(a)  Interest  shall  be  aUowed  and  paid  upon  any  overpayment  in 
respect  of  any  Internal-revenue  tax.  at  the  rate  of  6  per  centum  per 
annum,  as  follows:  «*"  i«r 

(1)  In  the  case  of  a  credit,  from  the  date  of  the  overpayment  to 
the  due  date  of  the  amount  against  which  the  credit  is  taken  but 
If  the  amount  against  which  the  credit  Is  taken  is  an  additional 
assessment  of  a  tax  imposed  by  the  Revenue  Act  of  1921  or  any 
subsequent  revenue  Act,  then  to  the  date  of  the  assessment  of  that 
amount 

(2)  In  the  case  of  a  refund,  from  the  date  of  the  overpayment 
to  a  date  preceding  the  date  of  the  refund  check  by  not  more  than 
30  days,  such  date  to  be  determined  by  the  Commissioner. 

(b)  As  used  in  this  section  the  term  "additional  assessment "  means 
a  further  assessment  for  a  tax  of  the  same  character  previously  paid 
In  part,  and  includes  the  assessment  of  a  deficiency  of  any  income 
or  estate  tax  imposed  by  the  Revenue  Act  of  1924  or  by  any  subse- 
quent revenue  Act.  »uubu- 

(c)  Section  1110  of  the  Revenue  Act  of  1926  is  repealed 

(d)  Subsections  (a),  (b),  and  (c)  shaU  take  effect  on'the  expira- 
tion of  thirty  days  after  the  enactment  of  this  Act,  and  shall  be 
applicaMe  to  any  credit  taken  or  refund  paid  after  the  expiration  of 
such  period,  even  though  aUowed  prior  thereto. 

SEC.  615.  INTEREST  ON  JUDGMENTS. 

(a)  Section  177  of  the  Jiidicial  Code,  as  amended,  Is  amended  to 
read  as  follows:  ««  u  w 

tw  ""^r^'  ^^1  f*"  ^''*^'^  '^^"  ^  ^"^^^  *>"  a°y  <^^^^  «P  to  the 
time  of  the  rendition  of  judgment  by  the  Court  of  Claims,  unless  upon 

a  contract  expressly  stipulating  for  the  payment  of  interest,  except 
as  provided  in  subdivision  <b). 
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"(b)  In  any  Judgment  of  any  court  rendered  (whether  against  the 
United  States,  a  collector  or  deputy  collector  of  internal  revenue,  a 
former  collector  or  deputy  collector,  or  the  personal  representative  in 
case  of  death)  for  any  overpayment  in  respect  of  any  int^mal-revenue 
tax,  interest  shall  be  allowed  at  the  rate  of  6  per  centum  per  annum 
upon  the  amount  of  the  overi)ayment,  from  the  date  of  the  payment 
or  collection  thereof  to  a  date  preceding  the  date  of  the  refund  check 
by  not  more  than  thirty  days,  such  date  to  be  determined  by  the  Com- 
missioner of  Internal  Revenue." 

(b)  Subsection  (a)  of  this  section  shall  take  effect  on  the  expira- 
tion of  thirty  days  after  the  enactment  of  this  Act. 

SEC.  616.  COMPROMISES— CONCEALMENT   OF  ASSETS. 

Any  i)erson  who,  in  connection  with  any  compromise  under  section 
3229  of  the  Revised  Statutes,  as  amended,  (mt  offer  of  such  compromise, 
or  in  connection  with  any  closing  agreement  under  section  606  of  this 
Act,  or  offer  to  enter  Into  any  such  agreement,  willfully  (1)  conceals 
from  any  oflScer  or  employee  of  the  United  States  any  property  belong- 
ing to  the  estate  of  a  taxpayer  or  other  ijerson  liable  in  respect  of 
the  tax,  or  (2)  receives,  destroys,  mutilates,  or  falsifies  any  book,  docu- 
ment, or  record,  or  makes  under  oath  any  false  statement,  relating 
to  the  estate  or  financial  condition  of  the  taxiwiyer  or  other  person 
liable  In  respect  of  the  tax,  shall,  uiK>n  conviction  thereof,  be  fined  not 
more  than  $10,000  or  Imprisoned  for  not  more  than  one  year,  or  both. 

SEC.  617.  JURISDICTION  OF  COURTS. 

(a)  If  any  person  Is  summoned  under  the  Intemal-revwiue  laws 
to  appear,  to  testify,  or  to  produce  books,  papers,  or  other  data,  the 
district  court  of  the  United  States  for  the  district  In  which  such  person 
resides  shall  have  jurisdiction  by  appropriate  process  to  compel  such 
attendance,  testimony,  or  production  of  books,  papers,  or  other  data. 

(b)  The  district  courts  of  the  United  States  at  the  Instance  of  the 
United  States  are  hereby  Invested  with  such  jurisdiction  to  make  and 
issue,  both  in  actions  at  law  and  suits  In  equity,  writs  and  orders 
of  Injunction,  and  of  ne  exeat  republica,  orders  appointing  receivers, 
and  such  other  orders  and  process,  and  to  render  such  judgments  and 
decrees,  granting  in  proper  cases  both  legal  and  equitable  relief  to- 
gether, as  may  be  necessary  or  appropriate  for  the  enforcement  of  the 
lntemal-rev«iue  laws.  The  remedies  hereby  provided  are  in  addition 
to  and  not  exclusive  of  any  and  all  other  remedies  of  the  United  States 
in  such  courts  or  otherwise  to  enforce  such  laws. 

SEC.  618.  EXAMINATION  OF  BOOKS  AND  WITNESSES. 

Section  1104  of  the  Revenue  Act  of  1926  is  amended  to  read  as 
follows : 

"  Sbo.  1104.  The  Commissioner,  for  the  purpose  of  ascertaining  the 
correctness  of  any  return  or  for  the  purpose  of  making  a  return  where 
none  has  been  made,  is  hereby  authorized,  by  any  officer  or  employee 
of  the  Bureau  of  Internal  Revenue,  Including  the  field  service,  desig- 
nated by  him  for  that  purpose,  to  examine  any  books,  papers,  records, 
or  memoranda  bearing  upon  the  matters  required  to  be  included  in 
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me  return,  and  may  require  the  attendance  of  the  person  rendering 
the  retnm  or  of  any  officer  or  employee  of  such  person,  or  the  attend 
ance  of  any  other  person  having  knowledge  in  the  premises,  and  may 
take  his  testimony  with  reference  to  the  matter  required  by  law  to  be 
included  in  such  return,  with  power  to  administer  oaths  to  such  nerson 
or  persons."  i^^o^u 

SEC.  619.  MINOR  ADMINISTRATIVE  AMENDMENTS. 

(a)  Section  1109  of  the  Revenue  Act  of  1926  is  amended  by  striking 
out  Except  as  provided  in  sections  277.  278,  310,  and  311 "  and  insert^ 
ing  in  lieu  thereof  "  Except  in  the  case  of  income,  war-profits,  excess- 
profits,  estate,  and  gift  taxes."  ^ 

(b)  Section  3220  of  the  Revised  Statutes,  as  amended  by  section  1111 
of  the  Revenue  Act  of  1926,  is  amended  by  striking  out  "  Excent  as 
o^rwise  provided  In  sections  284  and  319  of  the  Revenue  Act  of 
1926  and  inserting  in  lieu  thereof  "Except  as  otherwise  provided  by 
taxe^         ""^^  "*'  *°*^"'^*  war-profits,  excess-profits,  estate,  and  gift 

(c)  Section  3228  of  the  Revised  Statutes,  as  amended  by  section  1112 
of  the  Revenue  Act  of  1926,  is  amended  by  striking  out  «  except  as  pro- 
vided in  sections  284  and  319  of  the  Revenue  Act  of  1926  "  and  insert- 
ing except  as  otherwise  provided  by  law  in  the  case  of  Income,  war- 
I»rofits»  excess-profits,  estate,  and  gift  taxes  " 

(d)  Section  3176  of  the  Revised  Statutes,  as  amended  by  section  1103 
of  the  Revenue  Act  of  1926,  is  amended  by  striking  out  "  other  than  a 
return  under  Title  II  of  the  Revenue  Act  of  1924  or  Title  II  of  the 


TITLE  V— GENERAL  PROVISIONS 

SEC.  701.  DEFINITIONS. 

(a)  When  used  in  this  Act— 

•  nii'^^l!^™  "person"  means  an  individual,' a  trust  or  estate. 
a  partnership,  or  a  corporation. 

Jnl5^^  *T.  "  ^*^^P^^^«<>° "  «"<^l«<ie8  associations,  joint-stock 
companies,  and  insurance  companies 

™iS.^f  '"""  "domestic"  when  applied  to  a  corporation  or 
partnership  means  created  or  organized  in  the  United  States  or 
under  the  law  of  the  United  States  or  of  any  State  or  Territory 

(4)  The  term  "foreign"  when  applied  to  a  corporation  or  part- 
"^!?.'^«r^^"^  ^  corporation  or  partnership  which  is  not  domestic 
JZ  .^\'^"^  "fiduciary"  means  a  guardian,  trustee,  executor,* 
administrator,  receiver,  conservator,  or  any  person  acting  in  any 
fiduciary  capacity  for  any  person. 

.  ^fi^  *^""  "withholding  agent"  means  any  person  required 
to  deduct  and  withhold. any  tax  under  the  provisions  of  ^tion 
J.44  or  14o. 

iaZ\'^t  '"^  "''*^^"  *''"'''**^  *^*^  «^^^  ^^  «^  association, 
joint-stock  company,  or  insurance  company 

(8)  The  term  "shareholder"  includes  a  member  in  an  assocla- 
tion.  Joint-stock  company,  or  insurance  company. 
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(9)  The  term  "  United  States "  when  used  in  a  geographical 
sense  includes  only  the  States,  the  Territories  of  Alaska  and 
Hawaii,  and  the  District  of  Columbia. 

(10)  The  term  •'Secretary"  means  the  Secretary  of  the 
Treasury. 

(11)  The  term  "  Commisi^oner "  means  the  Commissioner  uf 
Internal  Revenue. 

(12)  The  term  "collector"  means  collector  of  internal  revenue. 

(13)  The  term  "taxpayer"  means  any  person  subject  to  a  tax 
imposed  by  this  Act. 

(14)  The  term  "military  or  naval  forces  of  the  United  States" 
includes  the  Marine  Corps,  the  Coast  Guard,  the  Army  Nurse 
Corps,  Female,  and  the  Navy  Nurse  Corps,  Female. 

(b)  The  terms  "includes"  and  "including"  when  used  in  a  defini- 
tion contained  in  this  Act  shall  not  be  deemed  to  exclude  other  things 
otherwise  within  the  meaning  of  the  term  defined. 

Art.  1311.  Person. — The  Act  recognizes  four  classes  of  persons — 
individuals,  trusts  and  estates,  partnerships,  and  corporations.  CJor- 
porations  include  associations,  joint-stock  companies,  and  insurance 
companies,  but  not  partnerships  properly  so  called.  A  taxpayer  is 
any  person  subject  to  a  tax  imposed  by  the  Act. 

Art.  1312.  Association. — Associations  and  joint-stock  companies 
include  associations,  common  law  trusts,  and  organizations  by  what- 
ever name  known,  which  act  or  do  business  in  an  organized  capacity, 
whether  created  under  and  pursuant  to  State  laws,  agreements, 
declarations  of  trust,  or  otherwise,  the  net  income  of  which,  if  any, 
is  distributed  or  distributable  among  the  shareholders  on  the  basis 
of  the  capital  stock  which  each  holds,  or,  where  there  is  no  capital 
stock,  on  the  basis  of  the  proportionate  share  or  capital  which  each 
has  or  has  invested  in  the  business  or  property  of  the  organization. 
A  corporation  which  has  ceased  to  exist  in  contemplation  of  law 
but  continues  its  business  in  quasi-corporate  form  is  an  association 
or  corporation  within  the  meaning  of  section  701. 

Art.  1313.  Association  distinguished  from  partnership. — An  organi- 
zation, the  membership  interests  in  which  are  transferable  and  the 
business  of  which  is  conducted  by  trustees  or  directors  and  officers 
without  the  active  participation  of  all  the  members  as  such,  is  an 
association  and  not  a  partnership.  The  term  "  partnership  "  means 
only  ordinary  partnerships.  Organizations  which  have  a  fixed 
capital  stock  divided  into  shares  represented  by  certificates  trans- 
ferable only  upon  the  books  of  the  company,  which  manage  their 
affairs  by  a  board  of  directors  or  executive  officers,  and  which  con- 
duct their  business  in  the  general  form  and  mode  of  corporations 
are  joint-stock  companies  or  associations  within  the  meaning  of  the 
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Act  even  though  under  State  law  such  organizations  are  technically 
partnerships. 

Art.  1314.  Association  distingriiished  from  trust.— Where  trustees 
merely  hold  property  for  the  collection  of  the  income  and  its  dis- 
tribution among  the  beneficiaries  of  the  trust,  and  are  not  engaged, 
either  by  themselves  or  in  connection  with  the  beneficiaries,  in  the 
carrying  on  of  any  business,  and  the  beneficiaries  have  no  control 
over  the  trust,  although  their  consent  may  be  required  for  the  filling 
of  a  vacancy  among  the  trustees  or  for  a  modification  of  the  terms 
of  the  trust,  no  association  exists,  and  the  trust  and  the  beneficiaries 
thereof  will  be  subject  to  tax  as  provided  by  sections  161-170  and  by 
articles  861-891.  If,  however,  the  beneficiaries  have  positive  control 
over  the  trust,  whether  through  the  right  periodically  to  elect  trustees 
or  otherwise,  an  association  exists  within  the  meaning  of  section  701. 
Even  in  the  absence  of  any  control  by  the  beneficiaries,  where  the 
trustees  are  not  restricted  to  the  mere  collection  of  funds  and  their 
payment  to  the  beneficiaries,  but  are  associated  together  with  similar 
or  greater  powers  than  the  directors  in  a  corporation  for  the  pur- 
pose of  carrying  on  some  business  enterprise,  the  trust  is  an  associa- 
tion within  the  meaning  of  the  Act. 

Art.  1315.  limited  partnership  as  partnership.— So-called  limited 
partnerships  of  the  type  authorized  by  the  statutes  of  New  York 
and  most  of  the  States  are  partnerships  and  not  corporations  within 
the  meaning  of  the  Act.    Such  limited  partnerships,  which  can 
not  limit  the  liability  of  the  general  partners,  although  the  special 
partners  enjoy  limited  liability  so  long  as  they  observe  the  statutory 
conditions,  which  are  dissolved  by  the  death  or  attempted  transfer 
of  the  interest  of  a  general  partner,  and  which  can  not  take  real 
estate  or  sue  in  the  partnership  name,  are  so  like  common  law  part- 
nersMps  as  to  render  impracticable  any  differentiation  in  their  treat- 
ment for  tax  purposes.    Michigan  and  Illinois  limited  partnerships 
are  partnerships.    A  California  special  partnership  is  a  partnership. 
Art.  1316.  Limited  partnership  as  corporation.— Limited  partner- 
ships of  the  type  of  partnerships  with  limited  liability  or  partner- 
ship associations  authorized  by  the  statutes  of  Pennsylvania  and  of 
a  few  other  States  are  only  nominally  partnerships.    Such  so-called 
limited  partnerships,  offering  opportunity  for  limiting  the  liabiUty 
of  all  the  members,  providing  for  the  transferability  of  partnership 
shares,  and  capable  of  holding  real  estate  and  bringing  suit  in  the 
partnership  name,  are  more  truly  corporations  than  partnerships  and 
must  make  returns  of  income  and  pay  the  tax  as  corporations.    The 
income  received  by  the  members  out  of  the  earnings  of  such  limited 
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partnerships  will  be  treated  in  their  personal  returns  in  the  same 
maimer  as  distributions  on  the  stock  of  corporations.  In  all  doubt- 
ful cases  limited  partnerships  will  be  treated  as  corporations  unless 
they  submit  satisfactory  proof  that  they  are  not  in  effect  so  organized. 
A  Michigan  partnership  association  is  a  corporation. 

Art.  1317.  Joint  ownership. — Joint  investment  in  and  ownership  of 
real  and  personal  property  not  used  in  the  operation  of  any  trade  or 
business  and  not  covered  by  any  partnership  agreement  does  not 
constitute  a  partnership.  Coowners  of  oil  lands  engaged  in  develop- 
ing the  property  through  a  common  agent  are  not  necessarily  partners. 

Art.  1318.  Insurance  company. — Insurance  companies  include  both 
stock  and  mutual  companies,  as  well  as  mutual  benefit  insurance 
companies.  A  voluntary  unincorporated  association  of  employees 
formed  for  the  purpose  of  relieving  sick  and  aged  members  and  the 
dependents  of  deceased  members  is  an  insurance  company,  whether 
the  fund  for  such  purpose  is  created  wholly  by  membership  dues 
or  partly  by  contributions  from  the  employer.  A  corporation  which 
merely  sets  aside  a  fund  for  the  insurance  of  its  employees  is  not 
required  to  file  a  separate  return  for  such  fund,  but  the  income 
therefrom  shall  be  included  in  the  return  of  the  corporation. 

Art.  1319.  Domestic,  foreign,  resident,  and  nonresident  persons. — ^A 
domestic  corporation  or  partnership  is  one  organized  or  created  in 
the  United   States,  including  only  the   States,  the  Territories  of 
Alaska  and  Hawaii,  and  the  District  of  Columbia,  or  under  the  law 
of  the  United  States  or  of  any  State  or  Territory.    A  partnership 
created  by  articles  entered  into  in  San  Francisco  between  residents 
of  the  United  States  and  residents  of  China  is  a  domestic  partner- 
ship.   A  foreign  corporation  or  partnership  is  one  which  is  not 
domestic.    A  domestic  corporation  is  a  resident  corporation  even 
though  it  does  no  business  and  owns  no  property  in  the  United 
States.    A  foreign  corporation  engaged  in  trade  or  business  within 
the  United  States  or  having  an  office  or  place  of  business  therein  is 
referred  to  in  these  regulations  as  a  resident  foreign  corporation,  and 
a  foreign  corporation  not  engaged  in  trade  or  business  within  the 
United  States  and  not  having  any  office  or  place  of  business  therein, 
as  a  nonresident  foreign  corporation.    A  partnership  engaged  in 
trade  or  business  within  the  United  States  or  having  an  office  or 
place  of  business  therein  is  referred  to  in  these  regulations  as  a  resi- 
dent partnership,  and  a  partnership  not  engaged  in  trade  or  business 
within  the  United  States  and  not  having  any  office  or  place  of  busi- 
ness therein,  as  a  nonresident  partnership.    Whether  a  partnership 
is  to  be  regarded  as  resident  or  nonresident  is  not  determined  by  the 
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nationality  or  residence  of  its  members  or  by  the  place  in  which  it 
was  created  or  organized. 

Art.  1320.  Fiduciary.—"  Fiduciary "  is  a  term  which  applies  to 
persons  that  occupy  positions  of  peculiar  confidence  toward  others, 
such  as  trustees,  executors,  and  administrators.  A  fiduciary  for 
income  tax  purposes  is  a  person  who  holds  in  trust  an  estate  to  which 
another  has  the  beneficial  title  or  in  which  another  has  a  beneficial 
interest,  or  receives  and  controls  income  of  another,  as  in  the  case  of 
receivers.  A  conmiittee  or  guardian  of  the  property  of  an  incompe- 
tent person  is  a  fiduciary. 

Art.  1321.  Fiduciary  distingniislied  from  agent.— There  may  be  a 
fiduciary  relationship  between  an  agent  and  a  principal,  but  the  word 
**  agent "  does  not  denote  a  fiduciary.  A  fiduciary  relationship  can 
not  be  created  by  a  power  of  attorney.  An  agent  having  entire  charge 
of  property,  with  authority  to  effect  and  execute  leases  with  tenants 
entirely  on  his  own  responsibility  and  without  consulting  his  prin- 
cipal, merely  turning  over  the  net  profits  from  the  property  periodi- 
cally to  his  principal  by  virtue  of  authority  conferred  upon  him  by 
a  power  of  attorney,  is  not  a  fiduciary  within  the  meaning  of  the 
Act.  In  cases  where  no  legal  trust  has  been  created  in  the  estate 
controlled  by  the  agent  and  attorney,  the  liability  to  make  a  return 
rests  with  the  principal. 

SEC.   702.  BASIS     OF    PROPERTY     UPON    SALE    BY     ESTATE- 
RETROACTIVE. 

(a)  If  in  the  return  of  any  decedent's  estate  for  any  taxable  year 
preceding  tlie  taxable  year  1928,  the  basis,  upon  which  gain  or  loss 
realized  upon  the  sale  or  other  disposition  of  property  acquired  by  the 
estate  from  the  decedent  was  computed,  was  the  value  of  the  property 
at  the  time  of  the  death  of  the  decedent  or  was  in  accordance  with 
the  regulations  In  force  at  the  time  such  return  was  filed,  then  the 
computation  of  such  gain  or  loss  shall  be  made  upon  such  basis,  unless 
daim  for  refund  or  credit  in  respect  of  such  basis,  or  a  written  election 
not  to  come  within  the  provisions  of  this  subsection,  has  been  filed  by 
the  estate  before  the  expiration  of  the  period  of  limitation  for  filing 
claims. 

(b)  In  every  other  case  the  computation  of  the  gahi  or  loss  realized 
by  an  estate  in  any  taxable  year  preceding  the  taxable  year  1928  from 
the  sale  or  other  disposition  by  it  of  property  acquired  by  the  estate 
from  the  decedent,  shall  be  made  on  such  basis  as  is  in  accordance  with 
the  law  properly  applicable  thereto,  without  regard  to  any  provision  of 
this  Act. 

SEC.  703.  DEDUCTION  OF  ESTATE  AND  INHERITANCE  TAXES- 
RETROACTIVE. 

(a)  In  determining  the  net  income  of  an  heir,  devisee,  legatee, 
distributee,  or  beneficiary  (hereinafter  in  this  section  referred  to  as 
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"beneficiary  ")  or  of  an  estate  for  any  taxable  year,  under  the  Revenue 
Act  of  1926  or  any  prior  revenue  Act,  the  amount  of  estate,  inheritance, 
legacy,  or  succession  taxes  paid  or  accrued  within  such  taxable  year 
shaU  be  aUowed  as  a  deduction  as  follows : 

(1)  If  the  deduction  has  been  claimed  by  the  estate,  but  not  by 
the  beneficiary,  it  shall  be  allowed  to  the  estate ; 

(2)  If  the  deduction  has  been  claimed  by  the  beneficiary,  but  not 
by  the  estate,  it  shall  be  allowed  to  the  beneficiary ; 

(3)  If  the  deduction  has  been  claimed  by  the  estate  and  also  by 
the  beneficiary,  it  shall  be  allowed  to  the  estate  (and  not  to  the 
beneficiary)  if  the  tax  was  actually  paid  by  the  legal  representa- 
tive of  the  estate  to  the  taxing  authorities  of  the  jurisdiction  im- 
posing the  tax ;  and  it  shall  be  allowed  to  the  beneficiary  (and  not 
to  the  estate)  if  the  tax  was  actually  paid  by  the  beneficiary  to  such 
taxing  authorities ; 

(4)  If  the  deduction  has  not  been  claimed  by  the  estate  nor  by 
the  beneficiary,  it  shall  be  allowed  as  a  deduction  only  to  the  person 
(either  the  estate  or  the  beneficiary)  by  whom  the  tax  was  paid  to 
su(*  taxing  authorities,  and  only  if  a  claim  for  refund  or  credit  is 
filed  within  the  period  of  limitation  properly  applicable  thereto ; 

(5)  Notwithstanding  the  provisions  of  paragraphs  (1),  (2),  (3), 
and  (4)  of  this  subsection,  if  the  claim  of  the  deduction  by  the 
estate  is  barred  by  the  statute  of  limitations,  but  sudi  claim  by  the 
beneficiary  is  not  so  barred,  the  deduction  shall  be  allowed  to  the 
beneficiary,  and  if  such  claim  by  the  beneficiary  is  barred  by  the 
statute  of  limitations,  but  such  claim  by  the  estate  is  not  so  barred, 
the  deduction  shall  be  allowed  to  the  estate. 

(b)  As  used  in  this  section,  the  term  "  claimed  **  means  claimed — 

(1)  In  the  return;  or 

(2)  In  a  claim  in  abatement  filed  in  respect  of  an  assessment 
made  on  or  before  June  2,  1924. 

(c)  This  section  shall  not  affect  any  case  in  which  a  decision  of  the 
Board  of  Tax  Appeals  or  any  court  has  been  rendered  prior  to  the 
enactment  of  this  Act,  whether  or  not  such  decision  has  become  final. 

SEC.  704.  TAXABILITY  OF  TRUSTS  AS  CORPORATIONS— RETRO- 
ACTIVE. 

(a)  If  a  taxpayer  filed  a  return  as  a  trust  for  any  taxable  year 
prior  to  the  taxable  year  1925  such  taxpayer  shall  be  taxable  as  a  trust 
for  such  year  and  not  as  a  corporation,  if  such  taxpayer  was  con- 
sidered to  be  taxable  as  a  trust  and  not  as  a  corporation  either  (1) 
under  the  regulations  in  force  at  the  time  the  return  was  made  or 
at  the  time  of  the  termination  of  its  existence,  or  (2)  under  any  rul- 
ing of  the  Commissioner  or  any  duly  authorized  oflScer  of  the  Bureau 
of  Internal  Revenue  applicable  to  any  of  such  years,  and  interpreta- 
tive of  any  provision  of  the  Revenue  Act  of  1918,  1921,  or  1924,  which 
had  not  been  reversed  or  revoked  prior  to  the  time  the  return  was 
made,  or  under  any  such  ruling  made  after  the  return  was  filed 
which  had  not  been  reversed  or  revoked  prior  to  the  time  of  the 
termination  of  the  taxpayer's  existence. 
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(b)  For  the  purpose  of  the  Revenue  Act  of  1926  and  prior  Revenue 
Acta,  a  trust  shall,  at  the  (^tion  of  the  trustee  exercised  within 
one  year  after  the  enactment  of  this  Act,  be  considered  as  a  trust 
the  income  of  which  is  taxable  (whether  distributed  or  not)  to  the 
beneficiaries,  and  not  as  an  association,  if  such  trust  (1)  had  a  single 
trustee,  and  (2)  was  created  and  operated  for  the  sole  purpose  of 
liquidating  real  property  as  a  single  venture  (with  such  powers  of 
administration  as  are  incidental  thereto,  including  the  acquisition, 
improvement,  c<»iservation,  division,  and  sale  of  such  property),  dis- 
tributing the  proceeds  therefrom  in  due  course  to  or  for  the  benefit 
of  the  beneficiaries,  and  discharging  indebtedness  secured  by  the 
trust  property,  and  (3)  has  not  made  a  return  for  the  taxable  year 
as  an  association. 

SEC.  705.  INSTALLMENT  SALES— RETROACTIVE. 

(a)  If  any  taxpayer  by  an  original  return  made  prior  to  February  26, 
1926,  changed  the  method  of  reporting  his  net  income  for  the  taxable 
year  1924  or  any  prior  taxable  year  to  the  installment  basis,  then,  if  his 
income  for  such  year  is  properly  to  be  computed  on  the  installment 
basis — 

(1)  No  refund  or  credit  of  income,  war-profits,  or  excess-profits 
taxes  for  the  year  in  respect  of  which  the  change  is  made  or  any 
subsequent  year  shall  be  made  or  allowed,  unless  the  taxpayer  has 
overpaid  his  taxes  for  such  year,  computed  by  including,  in  com- 
pnting  income,  amounts  received  during  such  year  on  account  of 
sales  or  other  dispositions  of  property  made  in  any  prior  year ;  and 

(2)  No  deficiency  shall  be  determined  or  found  in  respect  of  any 
such  taxes  unless  the  taxiKiyer  has  underpaid  his  taxes  for  such 
year,  ccHnputed  by  excluding,  in  computing  income,  amounts  re- 
ceived during  such  year  on  account  of  sales  or  other  dispositions 
of  property  made  in  any  year  prior  to  the  year  in  respect  of  which 
the  change  was  made. 

(b)  Nothing  in  this  section  shall  be  construed  as  in  any  manner  modi- 
fying section  607,  608,  609,  or  610  of  this  Act,  relating  to  the  effect  of 
the  running  of  the  statute  of  limitations. 

SBC.   706.  CONTRIBUTIONS   TO   CHARITY-RETROACTIVE. 

In  computing  the  net  income  of  any  individual,  other  than  a  non- 
resident alien,  for  the  taxable  year  1923,  there  shall  be  allowed  as  a 
deduction  (subject  to  the  percentage  limitation  prescribed  by  section 
214  (a)  (11)  of  the  Revenue  Act  of  1921)  any  contributions  or  gifts 
to  or  for  the  use  of  a  trust  organized  and  operated  exclusively  for 
religious,  charitable,  scientific,  literary,  or  educational  purposes,  if 
such  individual  made  during  the  taxable  year  1924  contributions  or 
gifts  to  the  same  trust  and  in  the  aggregate  of  substantially  the  same 
amount.  In  no  case  shall  there  be  allowed  as  a  deduction  under  this 
aection  contributions  or  gifts  to  an  amount  in  excess  of  $50,000.  Any 
tax  paid  in  respect  of  such  deduction  shall,  subject  to  the  statutory 
period  of  limitation  applicable  thereto,  be  credited  or  refunded. 
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SEC.  707.  INCOME  TAX  ON  SALE  OF  VESSELS  BUILT  BEFORE 
1914. 

The  second  paragraph  of  section  23  of  the  Merchant  Marine  Act, 
1920,  is  amended,  to  take  effect  as  of  June  5,  1920,  to  read  as  follows : 

"During  the  period  of  ten  years  from  June  5,  1920,  any  person,  a 
citizen  of  the  United  States,  who  may  sell  a  vessel  documented  under 
the  laws  of  the  United  States  and  built  prior  to  January  1,  1914,  shall 
be  exempt  from  all  income  taxes  that  would  be  payable  upon  any  of 
the  proceeds  of  such  sale  under  the  Revenue  Act  of  1918,  or  under  any 
subsequent  Revenue  Act  in  force  during  such  ten-year  period,  if  the 
entire  proceeds  thereof  shall  be  invested  in  the  building  of  new  ships 
in  American  shipyards,  such  ships  to  be  documented  under  the  laws 
of  the  United  States  and  to  be  of  a  type  approved  by  the  board.  The 
basis  of  any  such  new  ship  shall  be  reduced  by  the  amount  of  the  gain 
from  such  sale  exempt  from  taxation  under  this  paragraph." 

SEC.  708.  DEFINITION  OF  THE  TERM  "  MOTOR  BOAT.** 

The  term  "motor  boat,"  when  used  in  the  Act  of  September  21, 
1922,  includes  a  yacht  or  pleasure  boat,  regardless  of  length  or  tonnage, 
whether  sail,  steam,  or  motor  propelled,  owned  by  a  resident  of  the 
United  States  or  brought  into  the  United  States  for  sale  or  charter  to 
a  resident  thereof,  whether  or  not  such  yacht  or  boat  is  brought  into 
the  United  States  under  its  own  power,  but  does  not  include  a  yacht 
or  boat  used  or  intended  to  be  used  in  trade  or  commerce,  nor  a  yacht 
or  boat  built,  or  for  the  building  of  which  a  contract  was  entered  into, 
prior  to  December  1,  1927. 

SEC.  709.  REMISSION  OR  MITIGATION  OF  FORFEITURES. 

The  provisions  of  law  applicable  to  the  remission  or  mitigation  by 
the  Secretary  of  the  Treasury  of  forfeitures  under  the  customs  laws 
shall  apply  to  forfeitures  incurred  or  alleged  to  have  been  incurred, 
before  or  after  the  enactment  of  this  Act,  under  the  internal-revenue 
laws. 

SEC.  710.  REFUNDS  AND  CREDITS  TO  BE  REFERRED  TO  JOINT 
COMMITTEE. 

No  refund  or  credit  of  any  Income,  war-profits,  excess-profits,  estate 
or  gift  tax,  in  excess  of  $75,000,  shall  be  made  after  the  enactment  of 
this  Act,  until  after  the  expiration  of  thirty  days  from  the  date  upon 
which  a  report  giving  the  name  of  the  person  to  whom  the  refund  or 
credit  is  to  be  made,  the  amount  of  such  refund  or  credit,  and  a  sum- 
mary of  the  facts  and  the  decision  of  the  Commissioner  of  Internal 
Revenue  is  submitted  to  the  Joint  Committee  on  Internal  Revenue 
Taxation.  A  report  to  Congress  shall  be  made  annually  by  such  com- 
mittee of  such  refunds  and  credits,  including  the  names  of  all  persons 
and  corporations  to  whom  amounts  are  credited  or  payments  are  made^ 
together  with  the  amounts  credited  or  paid  to  each. 

SEC.  71L  COMMISSIONERS  OF  COURT  OF  CLAIMS. 

The  salary  of  the  commissioners  of  the  Court  of  Claims  provided  for 
in  the  Act  entitled  "  An  Act  to  authorize  the  appointment  of  commis- 
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aloneTS  by  the  Court  of  Claims  and  to  prescribe  their  powers  and  com- 
pensation/' approTed  February  24,  1925,  as  continued  in  force  by  Public 
Resolution  4,  Seyentieth  Congress,  approved  January  11,  1928,  shall 
after  the  date  of  the  enactment  of  this  Act  be  at  the  rate  of  $7,500  a 
year. 

SEC.    712.    BUREAU     OF    INTERNAL    REVENUE— DETAILS    TO 
WASHINGTON. 

The  Commissioner  may  order  any  officer  or  employee  of  the  internal- 
revenue  service  engaged  in  field  work  to  duty  with  the  Bureau  of 
Internal  Revenue  in  the  District  of  Columbia,  for  such  periods  as  the 
Secretary  may  prescribe,  and  to  any  designated  post  of  duty  outside 
the  District  of  Columbia,  upon  the  completion  of  such  duty. 

SEC.  713,  SALARIES  OF  COLLECTORS  OF  INTERNAL  REVENUE. 

Section  1301  (b)  of  the  Revenue  Act  of  1918  is  amended  to  read 
as  follows : 

"(b)  The  salaries  of  collectors  may  be  readjusted  and  increased 
under  such  regulations  as  may  be  prescribed  by  the  Commissioner, 
subject  to  the  approval  of  the  Secretary,  but  no  collector  shall  receive 
a  salary  in  excess  of  $7,500  a  year." 

SEC.  714.  REPEALS. 

The  parts  of  the  Revenue  Act  of  1926  which  are  repealed  by  this 
Act  shall  remain  in  force  for  the  assessment  and  collection  of  all  taxes 
imposed  thereby,  and  for  the  assessment,  imposition,  and  collection 
of  all  interest,  penalties,  or  forfeitures  which  have  accrued  or  may 
accrue  in  relation  to  any  such  taxes. 

SEC.  715.  SEPARABILITY  CLAUSE. 

If  any  provision  of  this  Act,  or  the  aw>lication  thereof  to  any 
person  or  circumstances,  is  held  invalid,  the  remainder  of  the  Act,  and 
the  ai^lication  of  sudi  provision  to  other  persons  or  circumstances, 
shall  not  be  afTected  thereby. 

SEC.  716.  EFFECTIVE  DATE  OF  ACT. 

Except  as  otherwise  provided,  this  Act  shall  take  effect  upon  its 
enactment. 
Approved,  May  29,  1928,  8  a.  m. 


Akt.  1501.  Pronmlgatioii  of  regulations.— In  pursuance  of  the  Act 
the  foregoing  regulations  are  hereby  made  and  promulgated. 

D.  H.  Blaib, 
•     Commissioner  of  Internal  Revemm, 
Approved  February  15, 1929. 
A.  W.  Mellon, 

Secretary  of  the  Treasury. 
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TREASURY  DECISIONS  AMENDING  OR  RELATING 

TO  REGULATIONS  74 

(DECEMBER  1,  1931) 


Art.  63.  Improvements  by  lessees. 

T.  D.  4282  (approved  December  19,  1929) 
Article  63  of  Kegulations  74  is  hereby  amended  to  read  as  follows : 

Abt.  63.  Improvements  "by  ?e«*ees.— When  buildings  are  erected  or 
improvements  made  by  a  lessee  in  pursuance  of  an  agreement  with  the 
lessor,  and  such  buildings  or  improvements  are  not  subject  to  removal  by 
the  lessee,  the  lessor  may  at  his  option  report  the  income  therefrom 
upon  either  of  the  following  bases: 

(a)  The  lessor  may  report  as  income  at  the  time  when  such  buildings 
or  improvements  are  completed  the  fair  market  value  of  such  buildings 
or  improvements  subject  to  the  lease. 

(b)  The  lessor  may  spread  over  the  life  of  the  lease  the  estimated 
depreciated  value  of  such  buildings  or  improvements  at  the  expiration 
of  the  lease  and  report  as  income  for  each  year  of  the  lease  an  aliquot 
part  thereof. 

Except  in  cases  where  the  lessor  has  exercised  the  option  to  report 
income  upon  basis  (b),  if  the  lease  is  terminated  so  that  the  lessor  comes 
into  possession  or  control  of  the  property  prior  to  the  time  originally 
fixed  for  the  expiration  of  the  lease,  the  lessor  derives  no  income  by 
reason  thereof,  and,  just  as  when  the  lessor  comes  into  possession  or 
control  of  the  property  upon  the  expiration  of  the  lease,  the  basis  for 
determining  gain  or  loss  to  the  lessor  from  the  subsequent  sale  or  other 
disposition  of  the  buildings  or  improvements  and  for  depreciation  in 
respect  of  such  property  is  the  amount  previously  reported  as  income 
by  the  lessor  because  of  the  erection  of  the  buildings  or  improvements, 
except  that  if  the  buildings  or  improvements  were  acquired  prior  to 
March  1,  1913,  the  basis  shall  be  their  value  subject  to  the  lease  when 
acquired  or  their  value  subject  to  the  lease  on  March  1,  1913,  whichever 
is  greater.  If  the  buildings  or  improvements  are  destroyed  prior  to  the 
expiration  of  the  lease,  the  lessor  is  entitled  to  deduct  as  a  loss  for  the 
year  when  such  destruction  takes  place  the  amount  previously  reported 
as  income  because  of  the  erection  of  such  buildings  or  improvements, 
less  any  salvage  value  subject  to  the  lease  to  the  extent  that  such  loss  is 
not  compensated  for  by  insurance  or  otherwise.  If  the  buildings  or  im- 
provements destroyed  were  acquired  prior  to  March  1,  1913,  the  detlucticm 
shall  be  based  on  their  value  subject  to  the  lease  when  acquired  or  their 
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value  rabject  to  the  lease  on  March  1.1013,  whichever  is  greater,  less  any  sal 
vage  value  subject  to  the  lease  to  the  extent  that  sfeh  lossTs  not  cl! 
pensated  for  by  Insurance  or  otherwise.     (See  articles  130  and  204  ) 

upon  basis  (b).  if  the  lease  is  terminated  so  that  the  lessor  comes  into 
possession  or  control  of  the  property  prior  to  the  Ume  originally  fixed 
for  the  expiratlwi  of  the  lease,  the  lessor  derives  addlUonal  income  for 
^T^  ^,7Ji^  U«e  tease  is  so  terminated  to  the  extent  that  the  value 
of  Bodi  buildings  or  Improvements  when  he  becomes  entitled  to  such 
possession  exceeds  the  amount  already  reported  as  income  on  account 
of  the  erection  of  such  bnildings  or  improvements.    No  appreclaUon  in 

ZZT  U  ZT.T'  ""f  *^  t«"^«"on  «"  the  lease  shaU  be 
f^i^!^'  ,  !^  buildings  or  Improvements  are  destroyed  prior  to  the 
^iration  of  the  lease,  the  lessor  is  entitled  to  deduct  as  a  loss  for  the 
year  when  such  destruction  takes  place  the  amount  previously  reported 

ll.Z"'!.^""','"  ""k,  '"^"'"   "*  '"'''  •"■^'"'^   O'  l^Prov^ents, 

w  r'  T.  I""*  "^"^  *°  ^  ••*«*  to  ""«  «t«>t  that  such  loss  i.^ 
not  compensated  for  by  insurance  or  otherwise.  "  'oss  is 

Akt.  87.  Interest  upon  United  States  obligations. 

T.  D.  4276  (antroved  November  22,  1820) 
Attention  is  invited  to  the  Act  entitled  "An  Act  to  amend  section 

10^  ?p^""t^'f,'^^o^"°*'  ^**'  *«  amended,"  approved  June  17, 
1929  (Pubbc,  No.  11,  Seventy-first  Congress,  H.  B.  1648),  which 
«nong  other  things,  authoria*  the  Secretary  of  the  Treasury  to 
issue  Treasury  bills  on  a  discount  basis,  payable  at  maturity  without 
interest.  That  Act  amends  section  5  of  the  Second  Liberty  Bond 
Act,  M  amended,  to  read  as  follows,  the  tax  provisions  being  con- 
tained in  subdivision  (b)  thereof: 

Sto  S.  (a)  That  in  addition  to  the  bonds  and  notes  authorized  by  sec- 

authorized  to  borrow  from  time  to  Ume,  on  the  credit  of  the  United  States 
for  the  purposes  of  this  Act,  to  provide  for  the  purchase  or  ledemptton 

S:^^dT.nd't"'  ""^  '*^'"""  "'  U-debtedness  or  Treasury  bms  « 
hereunder,  and  to  meet  public  expenditures  authorized  by  law,  such  sum  or 
soms  as  In  his  Judgment  may  be  necessary,  and  to  issue  Lref:>rTl)  «rim 

»te  or  r^tL'^f  f  r  "5  "^^  ''""•^  ^''*^  "*  "<>'  '^««  «""•  P«r  «°«1  at  such 
»  r!!:    ^^  Mils  to  be  issued  hereunder  shall  be  offered  for  sale 

iditZL':^s:s'e^r„r.rjt"^"'""  "^  "^  «-•»  '^-^  «"^ 

rf  fhlT!!..     Secretary  of  the  Treasuiy  may  prescribe,  and  the  decisions 

rnfll^L  I  ^  "^"^  "'  »"'  '^""^  *«»  ^  fl°aL    Certificates  of 

tadebtedness  and  Treasury  biUs  issued  hereunder  shall  be  in  such  form  or 
forms  and  sub^t  to  such  terms  and  conditions,  shall  be  payable  aT^ch 

measu^  may  prescribe.  Treasury  biUs  Issued  hereunder  shall  not  be 
acc^table  before  maturity  in  payment  of  interest  or  of  principal  on  account 
of  obligations  of  foreign  governments  held  by  the  United  Stat^  of  4^Z! 
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The  sum  of  the  par  value  of  such  certificates  and  Treasury  bills  outstand- 
ing hereunder  and  under  section  6  of  the  First  Liberty  Bond  Act  shall  not 
at  any  one  time  exceed  in  the  aggregate  $10,000,000,000. 

(b)  All  certificates  of  indebtedness  and  Treasury  bills  issued  hereunder 
(after  the  date  upon  which  this  subdivision  becomes  law)  shall  be  exempt, 
both  as  to  principal  and  Interest,  from  all  taxation  (except  estate  and  in- 
heritance  taxes)  now  or  hereafter  imposed  by  the  United  States,  any  State, 
or  any  of  the  possessions  of  the  United  States,  or  by  any  local  taxing 
authority;  and  the  amount  of  discount  at  which  Treasury  bills  are  orig- 
inally sold  by  the  United  States  shall  be  considered  to  be  interest  within 
the  meaning  of  this  subdivision. 

^  (c)  Wherever  the  words  "bonds  and  notes  of  the  United  States,"  or 
bonds  and  notes  of  the  Government  of  the  United  States,"  or  "  bonds  or 
notes  of  the  United  States"  are  used  in  the  Federal  Reserve  Act  as 
amended,  they  shall  be  held  to  include  certificates  of  indebtedness  'and 
Treasury  bills  issued  hereunder. 

The  statement  of  the  managers  on  the  part  of  the  House  which 
accompanied  the  conference  report  (Report  No.  17,  Seventy-first 
Congress,  first  session)  accompanying  H.  R.  1648  shows  that  Con-' 
gress  mtended  that  the  original  discount  rate  at  which  a  Treasury 
bill  IS  issued  should  be  regarded  in  the  same  way  as  the  interest  rate 
fixed  by  the  security  itself  in  the  case  of  an  interest-bearing  obliga- 
tion,  and  that  the  amount  of  the  discount  should  be  apportioned 
among  the  holders  according  to  the  periods  of  their  holdings  just 
as  the  interest  on  an  interest-bearing  obligation  is  apportioned. 
(See  Sol.  Op.  46,  C.  B.  3,  p.  90.) 

Accordingly,  in  the  case  of  an  original  purchaser  from  the  Govern, 
ment  who  holds  a  Treasury  bill  to  maturity,  the  entire  amount  of  the 
discount  at  which  the  bill  was  issued  is  exempt  from  income  tax.    If 
a  bill  is  sold  before  maturity,  each  respective  holder  is  entitled  to 
treat  as  exempt  from  income  tax  that  proportion  of  the  amount  of 
the  discount  at  which  the  bill  was  issued  which  the  number  of  days 
(computed  on  an  actual  calendar-day  basis)  the  bill  was  owned  by 
him  bears  to  the  total  number  of  days  (computed  on  an  actual  cal- 
endar-day basis)  from  the  date  of  the  issuance  of  the  bill  to  the  date 
of  its  maturity.    In  other  words,  the  amount  of  the  discount  at  which 
the  bill  was  issued  is  to  be  apportioned  among  the  holders  according 
to  the  periods  of  their  holdings.     The  gain  from  the  sale  or  other 
disposition  of  a  Treasury  bill  (that  is,  the  excess  of  the  amount  real- 
ized therefrom  less  discount  from  the  date  of  acquisition  to  the  date 
of  its  disposition  over  the  cost  or  other  basis  of  the  biU)  is  taxable 
as  ordmary  income.    A  loss  from  the  sale  or  other  disposition  of  a 
Treasury  bill  (that  is,  the  excess  of  the  cost  or  other  basis  of  the 
bill  over  the  amount  realized  therefrom  less  discount  from  the  date 
of  acquisition  to  the  date  of  its  disposition)  is  allowable  as  a  deduc- 
tion.    There  will  be  stated  on  each  Treasury  bill  the  amount  of  the 
discount  at  which  it  was  issued. 
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The  foregoing  principles  may  be  illustrated  by  the  following 
examples: 

Ewample  1:  A  OO-day  Treasury  bill  is  issued  to  A  on  March  17 
for  $9,900.  The  bill  has  a  maturity  value  of  $10,000  on  the  follow- 
ing June  15.  A  holds  the  bill  to  maturity.  He  may  treat  the  entire 
amount  of  the  discount,  or  $100,  as  tax-exempt  interest. 

Exam'ple  ^:  A  Treasury  bill  is  issued  to  A  as  in  Example  1.  A 
holds  the  bill  until  April  11  (25  days),  on  which  date  he  sells  it  to 
B  for  $9,927.78.  B  holds  the  bill  to  maturity  (i.  e.,  for  65  days). 
A  is  entitled  to  treat  25/90ths  of  the  amount  of  the  discount,  or 
$27.78,  as  tax-exempt  interest,  that  amount  being  the  proportion  of 
the  discount  which  the  number  of  days  A  owned  the  bill  (25)  bears 
to  the  total  number  of  days  for  which  the  bill  was  issued  (90) .  Like- 
wise, B  is  entitled  to  treat  65/90ths,  or  $72.22,  as  tax-exempt  interest. 
Examfle  S:  A  Treasury  bill  is  issued  to  A  as  in  example  1.  A 
holds  the  bill  until  May  1,  when  he  sells  it  to  B  for  $9,962.50. 
B  holds  the  bill  to  maturity.  A  is  entitled  to  treat  45/90ths  of  the 
amount  of  the^  discount,  or  $50,  as  tax-exempt  interest.  A  realizes 
a  taxable  gain  of  $12.50  in  the  transaction,  computed  as  follows : 

The  amount  A  realizes  from  the  sale  is  $9,962.50,  which  includes 
$50,  representing  discount  to  him.  Therefore,  $9,962.50  less  $50,  or 
$9,912.50,  is  the  amount  A  realizes  from  the  sale  in  addition  to  the  dis- 
count treated  as  tax-exempt  interest.  Since  the  bill  cost  A  $9,900. 
the  amount  of  the  gain  is  $9,912.50  less  $9,900,  or  $12.50. 

B  is  also  entitled  to  treat  45/90ths  of  the  amount  of  the  discount, 
or  $50,  as  tax-exempt  interest.  B  sustams  a  deductible  loss  of  $12.50 
in  the  transaction,  computed  as  follows : 

The  amount  B  realizes  upon  the  maturity  of  the  bill  is  $10,000, 
which  includes  $50,  representing  discount  to  him.  Therefore,  $10,000 
less  $50,  or  $9,950,  is  the  amount  B  realizes  upon  the  maturity  of  the 
bill  in  addition  to  the  discount  treated  as  tax-exempt  interest.  Since 
the  bill  cost  B  $9,962.50,  the  amount  of  his  deductible  loss  is  $9,962.50, 
less  $9,950,  or  $12.50. 

Example  i:  K  Treasury  bill  is  issued  to  A  as  in  example  1.  A 
holds  the  bill  until  May  1,  when  he  sells  it  to  B  for  $9,937.50.  B 
holds  the  bill  to  maturity.  A  is  entitled  to  treat  45/90ths  of  the 
amount  of  the  discount,  or  $50,  as  tax-exempt  interest.  A  sustains  a 
deductible  loss  of  $12.50  in  the  transaction,  computed  as  follows : 

The  amount  A  realizes  from  the  sale  is  $9,937.50,  which  includes 
$50  representing  discount  to  him.  Therefore,  $9,937.50  less  $50,  or 
$9,887.50,  is  the  amount  A  realizes  from  the  sale  in  addition  to  the 
discount  treated  as  tax-exempt  interest.  Since  the  bill  cost  A 
$9,900,  the  amount  of  his  deductible  loss  is  $9,900  less  $9,887.50,  or 
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B  is  also  entitled  to  treat  45/90ths  of  the  amount  of  the  discount, 
or  $50,  as  tax-exempt  interest.  B  realizes  a  taxable  gain  of  $12.50 
in  the  transaction,  computed  as  follows : 

The  amount  B  realizes  upon  the  maturity  of  the  bill  is  $10,000, 
which  includes  $50  representing  discount  to  him.  Therefore,  $10,000 
less  $50,  or  $9,950,  is  the  amount  B  realizes  upon  the  maturity  of  the 
bill  in  addition  to  the  discount  treated  as  tax-exempt  interest.  Since 
the  bill  cost  B  $9,937.50,  the  amount  of  the  gain  is  $9,950  less  $9,937.50, 
or  $12.50. 

This  Treasury  decision  is  applicable  only  to  the  treatment  of  dis- 
count in  the  case  of  Treasury  bills. 

T.  D.  4292  (approved  June  25,  1930) 

Attention  is  invited  to  the  Act  entitled  "An  Act  providing  certain 
exemptions  from  taxation  for  Treasury  bills,"  approved  June  17, 
1930  (Public,  No.  376,  Seventy-first  Congress,  H.  K.  12440  [C.  B. 
IX-2,  458]),  which  amends  section  5  of  the  Second  Liberty  Bond 
Act,  as  amended  (Public,  No.  11,  Seventy-first  Congress,  June  17, 
1929),  by  adding  at  the  end  thereof  a  new  subdivision  known  as 
subdivisions  (d).  This  new  subdivision  provides  that  any  gain  from 
the  sale  or  other  disposition  of  Treasury  bills  issued  after  the  enact- 
ment of  the  Act  approved  June  17,  1930,  shall  be  exempt  from  all 
Federal,  State,  and  local  taxation  (except  estate  or  inheritance 
taxes),  and  that  no  loss  from  the  sale  or  other  disposition  of  such 
Treasury  bills  shall  be  allowed  as  a  deduction,  or  otherwise  recog- 
nized, for  the  purposes  of  any  tax  imposed  by  the  United  States  or 
any  of  its  possessions.  Section  5  of  the  Second  Liberty  Bond  Act, 
as  so  amended,  reads  as  follows,  the  tax-exemption  provisions  being 
contained  in  subdivisions  (b)  and  (d)  thereof: 

Sec.  5.  (a)  That  in  addition  to  the  bonds  and  notes  authorized  by  sec^ 
tions  1  and  18  of  this  Act,  as  amended,  the  Secretary  of  the  Treasury  is 
authorized  to  borrow  from  time  to  time,  on  the  credit  of  the  United  States, 
for  the  purposes  of  this  Act,  to  provide  for  the  purchase  or  redemption 
before  maturity  of  any  certificates  of  indebtedness  or  Treasury  bills  issued 
hereunder,  and  to  meet  public  expenditures  authorized  by  law,  such  sum 
or  sums  as  in  his  judgment  may  be  necessary,  and  to  issue  therefor  (1) 
certificates  of  indebtedness  of  the  United  States  at  not  less  than  par  and 
at  such  rate  or  rates  of  interest,  payable  at  such  time  or  times  as  he  may 
prescribe;  or  (2)  Treasury  bills  on  a  discount  basis  and  payable  at 
maturity  without  interest  Treasury  bills  to  be  issued  hereunder  shaU  be 
offered  for  sale  on  a  competitive  basis,  under  such  regulations  and  upon 
such  terms  and  conditions  as  the  Secretary  of  the  Treasury  may  prescribe, 
and  the  decisions  of  the  Secretary  in  respect  of  any  issue  shall  be  final. 
Certificates  of  indebtedness  aud  Treasury  bills  issued  hereunder  shall  be 
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in  stneli  form  or  forms  and  subject  to  snch  terms  and  conditions,  shall  be 
payable  at  sncli  time,  not  exceeding  one  year  from  the  date  of  issue,  and 
may  he  redeemable  before  maturity  upon  such  terms  and  conditions  as 
the  Secretary  of  the  Treasury  may  prescribe.  Treasury  bills  issued  here- 
under shall  not  be  acceptable  before  maturity  in  payment  of  interest  or  of 
principal  on  account  of  obligations  of  foreign  governments  held  by  the 
United  States  of  America.  The  sum  of  the  par  value  of  such  certificates 
and  Treasury  bills  outstanding  hereunder  and  under  section  6  of  the  First 
Liberty  Bond  Act  shall  not  at  any  one  time  exceed  in  the  aggregate 
$10,000,000,000. 

(b)  All  certificates  of  indebtedness  and  Treasury  bills  issued  hereunder 
(after  the  date  upon  which  this  subdivision  becomes  law)  shall  be  exempt, 
both  as  to  principal  and  interest,  from  all  taxation  (except  estate  and 
inheritance  taxes)  now  or  hereafter  imposed  by  the  United  States,  any 
State,  or  any  of  the  possessions  of  tlie  United  States,  or  by  any  local 
taxing  authority;  and  the  amount  of  discount  at  which  Treasury  bills  are 
originally  sold  by  the  United  States  shall  be  considered  to  be  interest 
within  the  meaning  of  this  subdivision. 

(c)  Wherever  the  words  **  bonds  and  notes  of  the  United  States,"  or 
••  bonds  and  notes  of  the  Government  of  the  United  States,"  or  "  bonds  or 
notes  of  the  United  States"  are  used  In  the  Federal  Reserve  Act,  as 
amended,  they  shall  be  held  to  include  certificates  of  indebtedness  and 
Treasury  bills  issued  hereunder. 

(d)  Any  gain  from  tlie  sale  or  other  disposition  of  Treasury  bills  issued 
hereunder  (after  the  date  upon  which  this  subdivision  becomes  law)  shall 
be  exempt  firom  all  taxation  (except  estate  or  inheritance  taxes)  now 
or  hereafter  Imposed  by  the  United  States,  any  State,  or  any  of  the 
possessions  of  the  United  States,  or  by  any  local  taxing  authority ;  and  no 
loss  from  the  sale  or  other  disposition  of  such  Treasury  bills  shall  be 
allowed  as  a  deduction,  or  otherwise  recognized,  for  the  purposes  of  any 
tax  now  or  hereafter  imposed  by  the  United  States  or  any  of  its  possessions. 

Th©  report  of  the  Committee  on  Ways  and  Means  (Report  No. 
1769,  accompanying  H.  R.  12440)  shows  that  it  is  the  purpose  of  the 
Act  approved  June  17,  1930,  to  obviate  the  necessity,  which  existed 
under  the  law  prior  to  its  amendment  by  such  Act,  of  keeping  a 
complicated  system  of  bookkeeping  records  in  order  to  ascertain  gain 
or  loss  from  the  sale  or  other  disposition  of  Treasury  bills  as  differ- 
entiated from  the  discount  received  on  such  bills. 

Attention  is  also  invited  to  section  22  (b)  (4)  of  the  Revenue  Act 
of  1928,  which  provides  in  part  as  follows : 

Seo.  22.  (b)  Eafchiskms  from  ffroM  imoome,—The  followinfc  items  shall 
not  be  included  in  gross  income  and  shall  be  exempt  from  taxation  under 
this  title:  ♦  •  •-  (4)  •  ♦  *  Interest  upon  (A)  the  obligations  of 
a  State,  Territory,  or  any  ik>litical  subdivision  thereof,  or  the  District  of 
(Mumbia,  or  (B>  securities  issued  under  the  provisions  of  the  Federal 
Farm  Loan  Act,  or  under  the  provisions  of  such  Act  as  amended;  or  (C) 
the  obligations  of  the  United  States  cmt  its  possessions.  Every  person  own- 
ing any  of  the  oUigations  or  securities  enumerated  in  clause  (A),  (B),  or 
(C)  slialli  in  the  return  required  by  this  title,  submit  a  statement  showing 
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the  number  and  amount  of  such  obligations  and  securities  owned  by  him 
and  the  income  received  therefrom,  in  such  form  and  with  such  informa- 
tion as  the  Commissioner  may  require.  In  the  case  of  obligations  of  the 
United  States  issued  after  September  1,  1917  (other  than  postal  savings 
certificates  of  deposit),  the  interest  shall  be  exempt  only  if  and  to  tlie 
extent  provided  in  the  respective  Acts  authorizing  the  issue  thereof  as 
amended  and  supplemented,  and  shall  be  excluded  from  gross  income  only 
if  and  to  the  extent  it  is  wholly  exempt  to  the  taxpayer  from  income  taxes ; 

Article  81  of  Regulations  74,  promulgated  under  the  Revenue  Act 
of  1928,  provides  that  "  Every  person  owning  obligations  of  a  State, 
Territory,  any  political  subdivision  thepeof,  or  the  District  of  Co- 
lumbia; securities  issued  under  the  provisions  of  the  Federal  Farm 
Loan  Act  or  of  such  Act  as  amended;  or  obligations  of  the  United 
States  or  its  possessions,  must,  however,  submit  in  his  income  tax 
return  a  statement  showing  the  number  and  amount  of  such  obliga- 
tions and  securities  owned  and  the  income  received  therefrom." 

Under  the  above-quoted  provisions  of  the  Revenue  Act  of  1928 
and  Regulations  74,  in  the  case  of  Treasury  bills  issued  after  June  17, 
1930,  (1)  the  "amount  of  such  obligations  and  securities"  is  their 
par  (maturity)  value  and  (2)  the  "income  received  therefrom"  is 
the  net  excess  of  the  amount  realized  during  the  taxable  year  from 
the  sale  or  other  disposition  of  the  bills  over  the  cost  or  other  basis 
thereof,  no  separate  computation  of  discount  being  necessary.  In 
such  cases,  and  pending  revision  of  the  income  tax  forms,  taxpayers 
making  income  tax  returns  shall  submit  the  statement  required  by 
section  22  (b)  (4)  and  article  81  in  the  form  of  a  rider  attached 
to  the  return. 

Abt.  251.  Charges  to  capital  and  to  expenses  in  the  case  of  timber. 

T.  D.  4320  (approved  August  6,  1931) 

Article  251,  Regulations  74,  is  hereby  amended  to  read  as  follows: 

Abt.  251.  Charges  to  capital  a/nd  to  expenses  in  the  case  of  timber. In  the 

case  of  a  timber  property,  all  expenditures  for  administration,  protection, 
and  other  carrying  charges  shall  be  charged  to  expense  if  paid  or  incurred] 
as  the  case  may  be,  on  or  after  August  6,  1931,  regardless  of  whether  the 
taxpayer  has  substantial  income  from  the  property  or  from  other  sources. 
Where  the  taxpayer  has  under  applicable  regulations  charged  to  capital 
account  carrying  charges  paid  or  incurred,  as  the  case  may  be,  prior  to 
August  6,  1931,  in  respect  of  timber  property  held  for  future  operation,  such 
carrying  charges  will  be  regarded  as  items  properly  chargeable  to  capital 
account  for  the  purpose  of  making  proper  adjustment  to  the  cost  or  other 
basis  of  the  property.  (See  article  561.)  In  the  case  of  timber  operations 
all  expenditures  for  plants,  improvements,  and  equipment  shall  be  charged 
to  capital  account  for  purposes  of  depreciation. 
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Akt.  271.  Payments  to  employees*  peniioB  trugti. 

T.  D.  4310  (approved  April  10,  1931) 

The  sixth  paragraph  of  article  271  of  Regulations  74  is  hereby 
amended  to  read  as  follows : 

mie  riglit  to  a  deduction  nnder  section  23(q)  will  be  recognized  in  cases 
wHere  the  pension  trust  may  not  be  perpetual,  provided  the  trust  is  of 
such  a  character  as  to  evidence  good  faith  on  the  part  of  the  employer 

m2!"!/''k^*1^  ^^  ''"'T'"  ''""'^^  ^""'^  employees*  pension  purposes. 
However,  should  any  portion  of  the  funds  of  a  pension  trust  revert  to  the 
possession,  ownership,  or  control  of  the  employer  by  reason  of  the  termina- 
tion of  the  trust  or  otherwise,  such  amount  (except  to  the  extent  that  it 
represents  a  payment  to  the  pension  trust  made  by  the  employer  in  accord- 
ance  with  the  pension  plan  and  pursuant  to  paragraph  (a)  or  (b)  of  this 
article,  and  not  theretofore  allowed  as  a  deduction  to  the  employer)  shall 

^''"^l  '"'ifT'"*'  ^^  ^^^  *^'^'*'^^''  ^^'"  ^^  ^^^^^^  y^^  in  which  it  so 
lev^s.  unless  prior  to  the  close  of  such  year  it  shall  be  retrusteed  for  the 

benefit  of  employees  under  provisions  satisfactory  to  the  Commissioner. 
Akt.  421.  Inspection  of  returns. 

T.  D.  4264  (approved  March  14,  1929) 

Treasury  Decision  3856'  [C.  B.  V-1,  106],  as  amended  (being 
regulations  prescribed  by  the  Secretary  and  approved  by  the  PresH 
dent  and  applicable  to  the  inspection  of  returns  under  the  Revenue 
Art  of  1928  and  prior  revenue  acts),  is  amended  by  adding  at  the 
end  thereof  the  following  new  paragraph: 

20.  The  Commissioner  of  Internal  Revenue  shall  cause  to  be  prewired  a 
written  decision  In  every  case  to  which  an  overassessment  (Trtiether^esult- 
Ing  to  a  reftmd,  credit,  or  abatement)  of  an  income,  war-profits  excess- 
profits^  estate  or  gift  tax  is  allowed,  in  excess  of  »20.000,  and  snch  decision 
^1  be  considered  a  pubUc  record  and  shall  be  open  to  tospection,  during 
regular  hours  of  business,  to  the  oflice  of  the  Commissioner  of  internal 
Revenue  or  snch  office  as  he  may  designate.  Such  decision  shall  give  the 
amount  rf  the  overassessment  and  shall  be  accompanied  by  a  brief  summary 
Of  the  «devai.t  facts  and  a  citation  of  the  authorities  appUcable  thereto, 
or.  to  a  case  to  which  a  decision  of  a  court  or  of  the  Board  of  Tax  Appeals 

rir^r  *"'";  ^f  ".***""""  "'  "■*  «""'  "'  '^'^'^  ^'^^o^-  UndeTno 
m^™'L'*''"  "•"  ^'"^'^*'""  "*  ""^^  ^^^^^  be  construed  as 
making  any  return,  or  any  part  thereof,  open  to  inspection,  or  as  anthor- 

acuons  resulting  m  losses  or  expenditures,  to  be  made  public;  nor  shaU 
any  of  tte  toformaUon  contatoed  to  any  return  or  relying  ther^tri^ 
made  pnbUc  except  to  accordance  with,  and  to  the  extent  necessary  to 
carrying  out,  these  regulaUone.  necessary  m 

T.   D.   4281    (aj^roved   April   8,    1930) 
Paragraph  13  of  Treasury  Decision  3856  (being  regulations  pre- 
scnbed  by  the  Secretary  and  approved  by  the  President,  as  amended, 

•  Tre«Bury  Decision  3856  a,  amended  was  incorporated  and  made  a  part  of  .trtlcle  421. 
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applicable  to  the  inspection  of  returns  under  the  Revenue  Act  of 
1928  and  prior  revenue  acts),  is  amended  by  adding  at  the  end 
thereof  the  following  new  sentence: 

The  Secretary  of  the  Treasury,  upon  such  conditions  and  limitations 
as  he  may  impose,  is  authorized  to  permit  the  inspection  of  returns,  upon 
the  written  request  of  the  Secretary  of  Commerce,  by  such  officers  and 
employees  as  the  Secretary  of  Commerce  may  designate,  for  statistical 
purposes. 

T.  D.  4317  (approved  June  9,  1931) 

Treasury  Decision  3856  (C.  B.  V-1,  106),  as  amended  by  Treas- 
ury  Decisions  4187  (C.  B.  VII-2,  161),  4264  (C.  B.  VIII-1,  93), 
and  4291  (C.  B.  IX-1,  127)  (being  regulations  prescribed  by  the 
Secretary  of  the  Treasury  and  approved  by  the  President,  applica- 
ble to  the  inspection  of  returns  under  the  Revenue  Act  of  1928  and 
prior  revenue  acts),  is  further  amended  by  changing  paragraphs 
3,  6,  6,  7,  8,  and  9  thereof  to  read  as  follows  : 

3.  Information  returns  and  other  written  statements  filed  with  the 
Commissioner  of  Internal  Revenue  designed  to  be  supplemental  to  or 
to  become  a  part  of  tax  returns  shall  be  subject  to  the  same  rules  and 
regulations  as  to  inspection  as  are  the  tax  returns  themselves. 

5.  The  return  of  an  individual  shall  be  open  to  inspection  (a)  by  the 
person  who  made  the  return,  or  by  his  duly  constituted  attorney  in  fact ; 
(b)  if  the  maker  of  the  return  has  died,  by  the  administrator,  executor! 
or  trustee  of  his  estate,  or  by  the  duly  constituted  attorney  in  fact  of 
such  administrator,  executor,  or  trustee;  (c)  in  the  discretion  of  the 
Commissioner  of  Internal  Revenue,  by  any  heir  at  law,  next  of  kin,  or 
beneficiary  under  the  will,  of  such  deceased  person,  upon  a  showing  that 
such  heir  at  law,  next  of  kin,  or  beneficiary  has  a  material  interest  which 
will  be  affected  by  information  contained  in  the  return,  or  by  the  duly  con- 
stituted attorney  in  fact  of  such  heir  at  law,  next  of  kin,  or  beneficiary; 
and  (d)  in  the  discretion  of  the  Commissioner  of  Internal  Revenue,  and 
at  such  time  and  in  such  manner  as  the  Commissioner  may  prescribe  for 
the  inspection,  by  an  officer  of  any  State  having  a  law  imposing  an  income 
tax  upon  the  individual,  upon  written  application  signed  by  the  governor 
of  such  State  under  the  seal  of  the  State,  designating  the  officer  to  make 
the  inspection  and  showing  that  the  inspection  is  solely  for  State  income 
tax  purposes. 

6.  A  joint  return  of  a  husband  and  wife  shall  be  open  to  inspection 
(a)  by  either  spouse  for  whom  the  return  was  made,  upon  satisfactory 
evidence  of  such  relationship  being  furnished,  or  by  his  or  her  duly 
constituted  attorney  in  fact;  (b)  if  either  spouse  has  died,  by  the  adminis- 
trator, executor,  or  trustee  of  his  or  her  estate,  or  by  the  duly  consti- 
tuted attorney  in  fact  of  such  administrator,  executor,  or  trustee;  (c) 
in  the  discretion  of  the  Commissioner  of  Internal  Revenue,  by  any  heir 
at  law,  next  of  kin,  or  beneficiary  under  the  will,  of  such  deceased 
spouse,  upon  a  showing  that  such  heir  at  law,  next  of  kin,  or  beneficiary 
has  a  material  interest  which  will  be  affected  by  information  contained 
in  the  return,  or  by  the  duly  constituted  attorney  in  fact  of  such  heir 
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at  law,  next  of  kin,  or  ben^clary;   and   (d)    In   the  discretion  of  the 
Commismoner  of  Internal  Bevenue,  and  at  such  time  and  In  snch  manner 

!l^y  ItateTvinrt'  ,r^P"^"^  '»'  «"«  l"«P«=tlon.  by  an  officer  of 
any  State  having  a  law  imposing  an  income  tax  upon  either  spouse 
npon  written  application  signed  by  the  governor  of  snch  State  under  the 
n,^.*w!^t  designating  the  officer  t»  make  the  inspecUon  and 
Aowteg  that  the  inspection  is  soltSy  for  State  income  tax  purposes. 

7  mie  return  of  a  partnership  sbaU  be  open  to  Inspection  (a)  by  any 
Individual  Who  was  a  member  of  such  partnership  during  any  part  of 
tte  time  covered  by  the  return  upon  satisfactory  evidence  of  suc^  fact 
bring  furnished,  or  by  his  duly  constituted  attorney  in   fact-  (b)    if  » 
member  of  such  partner^ip  during  any  pari;  of  the  time  coveU  by  the 
«>t»m  has  died,  by  the  administrator,  executor,  or  trustee  oT  Ms  ^tate 
or  bythe  duly  constituted  attorney  in  fact  of  such  administrator,  executor 
or   trustee;    (c)    in    the   discretion    of   the    Cmnmissloner    of    Internal 
Berenne,  by  any  heir  at  law,  next  of  kto,  or  beneficiary  under  the  will 
rf  SUA  deceased  person,  upon  a  showing  that  such  heir  at  law.  next  of 
Mn,  or  beneficiary  has  a  material  Intwest  which  will   be  aflfected  bv 

to  Z'T^r*^*^*'",  *'  '^"^  °'  "''  *"«  ""'y  co»^»tuted  attorney 
to  fict  of  such  heir  at  law,  next  of  kin,  or  beneficiary;  and  (d)  In  the 

t^TZf  "^  «""""*'»•«'»«»  Of  Internal  Revenue.^and  at  such  time 
^.^-!S         r"""  t*  *^  Commissioner  may  prescribe  for  the  taspectlon, 

partn^p  or  upon  any  member  thereof  to  respect  of  income  therefrom 

^^TT:^'"^^^  ^-^  "^  «"»  «»-"»  o*  «»<*  State  un^^ 
swl  of  the  State,  designating  the  officer  to  make  tiie  taspectlon  and 
T^  t^  the  tospection  i»  solely  for  SUte  tocome  tax  pu^  ^ 

Jt»TZ^7J''  "".^^  stall  be  open  .»  tospection  (a)  by  the  admini^ 
^^'.^  ,  I'  **■:  *™^«»  <*  ™<*  estate,  or  by  his  duly  constituted 
attorney  in  fact;  (b)  to  the  discretion  of  the  Commissioner  of  Internal 
B«^»e,  by  any  heir  at  law.  »ext  of  kto.  or  beneficiary  under  tte^U  oJ 
the  deceased  person  for  whose  estate  U»  return  is  made,  upon  a  sho^tog  of 

^^or^^r/!^  "If  •*  '"'"^  •»'  informati^  Stained  in  thf 
return,  or  by  the  duly  constituted  attorney  to  fact  of  such  heir  at  law  next 

totemal  Bevenue,  and  at  such  ttom  and  to  such  manner  as  the^mmis- 

law  imposing  an  tocome  tax  upon  Uie  estate  or  upon  any  lineflciarv  of  the 
estate  in  r,»pect  of  toeome  therefrom,  upon  writtenTppu4ti^1Sne^  hi  he 
governor  of  such  State  under  ti.e  seal  of  the  State,  designating^^  offl^r 
to  make  the  taspectlon  and  showtog  that  the  inspection  ta  soleiy  for  S^X 
tacome  tax  purposes.  <~"«ajf  lor  orate 

ft  The  return  of  a  trust  shaU  be  wen  to  inspection  (a)  by  the  trustee  or 

t::^'i?r^' ":rf'  *"  *^  '"'^  '""^"^"'^  atw/tain?  Tu^h 

frusto  or  trustees;  (b)  by  any  individual  who  was  a  beneficiary  of  such 

U^Zlt^^  i^^J^  T"^"^'  •"■  "^  ""  """^  constituted  attorney  Z 
Mrtrf  ttf  tiZ  ^I^  ^^  """  *  '^«'^'^  «'  such  trust  during  any 
^^„^  tJ^       7^  •*'  *^  '*'™'  ^  "«''"'•  '>y  «>«  administrator,  ex 
r^  Id^„^™°f     '  **"**•  "■  "'  '^  •'"''  constituted  attorney  in  fact 
«<  such  admwlstrator,  executor,  or  trustee;  (d)  to  Uie  discretion  of  the 
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Commissioner  of  Internal  Revenue,  by  any  heir  at  law,  next  of  kin,  or  bene- 
ficiary under  the  will,  of  such  deceased  person,  upon  a  showing  that  such 
heir  at  law,  next  of  kin,  or  beneficiary  has  a  material  interest  which  will  be 
affected  by  information  contained  in  the  return,  or  by  the  duly  constituted 
attorney  in  fact  of  such  heir  at  law,  next  of  kin,  or  beneficiary ;  and  (e) 
in  the  discretion  of  the  Commissioner  of  Internal  Revenue,  and  at  such 
time  and  in  such  manner  as  the  Commissioner  may  prescribe  for  the 
Inspection,  by  an  officer  of  any  State  having  a  law  imposing  an  income  tax 
upon  the  trust  or  upon  any  beneficiarj-  of  the  trust  in  respect  of  income 
therefrom,  upon  written  application  signed  by  the  governor  of  such  State 
under  the  seal  of  the  State,  designating  the  officer  to  make  the  inspection 
and  showing  that  the  inspection  is  solely  for  State  income  tax  purposes. 

Art.  451.  Examination  of  return  and  determination  of  tax  by 
the  Commissioner. 

T.  D.  4327  (approved  October  5,  1981) 

It  has  been  decided  that  the  matters  of  procedure  prescribed  in 
article  451  of  Regulations  74  relative  to  the  examination  of  income 
tax  returns  and  the  determination  of  the  correct  amount  of  the  tax 
by  the  Commissioner,  such  matters  being  subject  to  change  from  time 
to  time,  may  be  more  appropriately  prescribed  in  mimeographs 
signed  by  the  Commissioner  of  Internal  Revenue  and  published  in 
the  Internal  Revenue  Bulletin  service  than  in  the  Income  Tax  Regu- 
lations. The  subject  matter  of  article  451  will,  therefore,  be  revised 
and  published  as  a  mimeograph.  This  necessitates  the  amendment  of 
article  451  of  Regulations  74.  Accordingly,  that  article  is  hereby 
amended  to  read  as  follows : 

Art.  451.  Examination  of  return  and  determination  of  tax  by  the  Com- 
missi/)ner. — As  soon  as  practicable  after  returns  are  filed,  they  wiU  be 
examined  and  the  correct  amount  of  the  tax  determined  under  such  pro- 
cedure as  may  be  prescribed  from  time  to  time  by  the  Commissioner.  (See 
sections  57  and  272  and  article  1171.) 

Abt.  501.  Definition  and  illustration  of  capital  net  gain, 

T.  D.  4312  (approved  April  10,  1931) 

Article  501,  Regulations  74,  is  hereby  amended  by  the  elimination 
of  the  next  to  the  last  paragraph  thereof  and  the  substitution  there- 
for of  a  paragraph  reading  as  follows : 

Since  the  credit  allowed  an  individual  by  section  31  in  respect  of  earned 
income  shall  not  exceed  25  per  cent  of  his  normal  tax  plus  25  per  cent  of 
the  surtax  which  would  be  payable  if  his  earned  income  constituted  his 
entire  net  income,  no  credit  under  section  31  may  be  claimed  by  a  taxpayer 
whose  entire  gross  income  consists  of  capital  gain  and  who  elects  to  be  taxed 
under  section  101. 
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Akt.  nil.  Betermiaatioii  of  the  ftmoiut  of  gmin  or  lots. 

T.  D.  4321  (approTed  Avtgmt  6, 1»31> 

Article  661,  Regulations  74,  is  hereby  amended  by  the  elimination 
of  the  third  and  fourth  sentences  of  the  second  paragraph  thereof 
and  the  substitution  therefor  of  two  sentences  reading  as  follows ;       ' 

In  computing  the  amount  of  gain  or  loss,  however,  the  cost  or  other  basis 
of  the  property  shall  be  properly  adjusted  for  any  expenditure,  receipt  loss. 
or  other  item  properly  chargeable  to  capital  account,  including  the  cost  of 
ImproTements  and  betterments  made  to  the  property  since  the  basic  date 
Carrying  charges,  such  as  interest  and  taxes  on  unproductive  property  may 
not  be  treated  as  items  properly  chargeable  to  capital  account,  except  in 
the  case  of  carrying  charges  paid  or  incurred,  as  the  case  may  be,  prior  to 
August  0,  imi,  by  a  taxpayer  who  did  not  elect  to  deduct  carrying  charges 
In  computing  net  income  and  did  not  use  such  charges  in  determining  his 
liability  for  filing  returns  of  income. 

Akt.  600.  Stock  or  securities  distributed  ia  reorganization. 

T.  D.  4274  (approved  November  13, 1929) 

'^  ,^  .^  ^ 

Article  600  of  Regulations  74  is  hereby  amended  to  read  as  follows : 

Akt.  600.  Stock  or  securities  distHbuted  in  reorgam^aiion —lu  the  case 
of  stock  or  securities  acquired  by  a  shareholder  after  December  31  1923 
to  connection  with  a  transaction  described  in  section  112  (g)  and  krticie 
516,  the  basis  in  the  case  of  the  stock  in  respect  of  which  the  distribution 
was  made  shall  be  apportioned  between  such  stock  and  the  stock  or  securi 
ties  distributed  to  the  shareholder.  The  basis  for  the  old  shares  and  the 
new  shares  or  securities  shall  be  determined  in  accordance  with  the 
following  rules: 

(1)  Where  the  stock  distributed  in  reorganization  consists  solely  of 
stock  in  the  distributing  corporation  and  is  aU  of  substantially  the  same 
character  and  preference  as  the  stock  in  respect  of  which  the  distribution 
is  made,  the  basis  of  each  share  will  be  the  quotient  of  the  cost  or  other 
basis  of  the  old  shares  of  stock  divided  by  the  total  number  of  the  old  and 
De^v  snares. 

(2)  Where  the  stock  distributed  in  reorganlEation  Is  in  whole  or  in  nart 
Stock  in  a  corporatiM.  a  party  to  the  reorganization  other  than  the  dis- 
tiibnting  corporation,  or  where  the  stock  distributed  in  reorganization  is  in 
whole  or  in  part  stock  of  a  character  or  preference  materially  different 
from  the  stock  to  respect  of  which  the  distribution  is  maae,  or  where  the 
distribution  consists  wholly  or  partly  of  securities  other  than  stock  the 
cost  or  oOier  basis  of  the  stock  in  respect  of  which  the  distribution  is  made 
shall  be  apporUoned  between  such  stock  and  the  stock  or  securities  dis- 
tributed in  proportion,  as  neariy  as  may  be.  to  the  respective  values  of  each 

t^iul^    T  T"? ^'  "'*  """*  "*''•  "  "•«  *■"«  »'  ^--^h  distribution, 
o?the  c.^  nr^^r*^  stare  of  stock  or  unit  of  security  will  be  the  Quotien 
of  the  cost  or  other  basis  of  the  class  of  stock  or  security  with  which  such 

ZZ  °'«  '  "^'T^  '""^  "^  ""'  """•*'  «'  «"""«  "t»  in  the  c  ast 
Is^  L™  r'^'"«  o*  "»«  '"-go'-S  P>-ovl«ion.  securities  are  different  ia 
Class  from  stocks,  stocks  or  securities  in  one  corporation  are  different  In 


J" 


TREASURY  DECISIONS  RELATING  TO  REGULATIONS   74  359 

Class  from  stocks  or  securities  in  another  corporation,  and,  in  general,  any 
^  material  difference  in  character  or  preference  or  terms  sufficient  to  dis- 

tinguish one  stock  or  security  from  another  stock  or  security  so  that  differ- 
ent  values  may  properly  be  assigned  thereto,  will  constitute  a  difference  in 
class. 

M  (3)  Where  the  stock  in  respect  of  which  a  distribution  in  reorganization 

is  made  was  purchased  at  different  times  and  at  different  prices,  and  the 
Identity  of  the  lots  can  not  be  determined,  any  sale  of  the  original  stock 
will  be  charged  to  the  earliest  purchases  of  such  stock  (see  article  58),  and 
any  sale  of  the  stock  or  securities  distributed  in  reorganization  will  be 

L  presumed  to  have  been  made  from  the  stock  or  securities  distributed  in 

respect  of  the  earliest  purchased  stock, 

(4)  Where  the  stock  in  respect  of  which  a  distribution  in  reorganization 
is  made  was  purchased  at  different  times  and  at  different  prices,  and  the 
stock  or  securities  distributed  in  reorganization  can  not  be  identified  as 
^  y  having  been  distributed  in  respect  of  any  particular  lot  of  such  stock,  then 

any  sale  of  the  stock  or  securities  distributed  in  reorganization  will  be 
presumed  to  have  been  made  from  the  stock  or  securities  distributed  in 
respect  of  the  earliest  purchased  stock. 

^  SEC  1 16.  (c)    BRIDGES  TO  BE  ACQUIRED  BY  STATE  OR  POLITICAL  SUBDIVISION. 

T.  D.  4303  (approved  January  7,  1931) 
^  Section  116  (e)  of  the  Kevenue  Act  of  1928  provides  as  follows: 

(e)  Bridges  to  be  acquired  Jyy  State  or  poUtioal  suMiviskm.— Whenever 
any  State  or  political  subdivision  thereof,  in  pursuance  of  a  contract  to 
which  it  is  not  a  party  entered  into  before  the  enactment  of  this  Act,  is  to 
acquire  a  bridge — 

(1)  If  by  the  terms  of  such  contract  the  tax  imposed  by  this  title  is  to 

be  paid  out  of  the  proceeds  from  the  operation  of  such  bridge  prior  to  any 

division  of  such  proceeds,  and  if,  but  for  the  Imposition  of  the  tax  imposed 

by  this  title,  a  part  of  such  proceeds  for  the  taxable  year  would  accrue 

^  directly  to  or  for  the  use  of  or  would  be  appUed  for  the  benefit  of  such 

State  or  political  subdivision,  then  a  tax  upon  the  net  income  from  the 

operation  of  such  bridge  shall  be  levied,  assessed,  collected,  and  paid  in  the 

manner  and  at  the  rates  prescribed  in  this  title,  but  there  shall  be  refunded 

%  to  such  State  or  political  subdivision   (under  rules  and  regulaticms  to  be 

^  prescribed  by  the  Commissioner  with  the  approval  of  the  Secretary)   an 

amount  which  bears  the  same  relation  to  the  amount  of  the  tax  as  the 

amount  which   (but  for  the  imposition  of  the  tax  imposed  by  this  title) 

I  would  have  accrued  directly  to  or  for  the  use  of  or  would  be  applied  for 

the  benefit  of  such  State  or  political  subdivision,  bears  to  the  amount  of  the 

^  net  income  from  the  operation  of  such  bridge  for  such  taxable  year.    No 

such  refund  shall  be  made  unless  the  entire  amount  of  the  refund  is  to  be 

applied  in  part  payment  for  the  acquisition  of  such  bridge. 

(2)  If  by  the  terms  of  such  contract  no  part  of  the  proceeds  from  the 
.  operation  of  the  bridge  for  the  taxable  year  would,  irrespective  of  the  tax 

Imposed  by  this  title,  accrue  directly  to  or  for  the  use  of  or  be  applied  for 
the  benefit  of  such  State  or  political  subdivision,  then  the  tax  upon  the  net 
income  from  the  operation  of  such  bridge  shall  be  levied,  assessed,  coUected, 
and  paid  in  the  manner  and  at  the  rates  prescribed  in  this  title. 
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Pnrsuant  to  authority  contained  in  serHon  lift  /  \        .   ,    , 
the  following  rules  and  regulatT^s  «S  to  thVfi r  ''""^f  "'^^'' 
and  payment  of  claims  to!  veZdv^Ir  ILTII"^^'  "^'T'T' 
established  for  ihf,  m,;^„„„      t  I  section  are  hereby 

«n.al  to  an  or  a  Tml  'ot^  ^c^^.  T.l'^^'*  "'  '^  "'  ""  '""''"'" 
paid  In  the  manner  and  at  tWn^?^     V^^'  ^^^^<^-  coUected,  and 

flie  a  Claim  therefor  on  Fom  sS  Tto  ^^^l^fn  *°  ''I"?  '  °'  *■"»*  ^'=*'  *«" 
Mblts  the  matter  herelnaZr^L^^f  ,*'rth  ""  n '  f*'"'^''*'''  "«  «- 

'T.TTr""^?^'^"-"^' -^^^  ther.,  h.  the 

W)  A  statement  of  the  name  of  thp  turno^^^    „.  *,. 
levied,  assessed,  collected  and  nald  fortL^  '^^    '  "'  ^"^  """»"*  <>'  (^^ 

(b)  A  full  statement^f^hlfcl  ?  *  "'  "^'""^  "'«"">y  nought, 

entlUe  It  to  ^™e  re^„??  ^f ''"'^  "^  "■«  •^""""t  «"fflolent  to 
other  d«»mer  ;Lrf41  Si  ^t  i^^.  71^ '  "^T^'"^'  '""^- 
^.Hted  under  the  provl.ons  or::^TA'^,r^tX:irj^ '^ 

^z  thatr «drr"p^r.  ^^e"^  rT"*""  -  ^-^^  «°-«- 

the  amoont  of  the  rWon  ^  S**  t*"  "•«'  "^'^^ty  *»  "^'ve 
which  he  assnmes  t»>^n«,™t  .^rf  ,  ^'"*  •"■  P"""<^«'  snbdlvlsioo 
Of  such  refund  to  ^rJ^H^tT  ^""'^  '^"'"'"  "'""'^  "**^»"'«  '«°<'°''t 
copies  of  the  law^rZ^^    or  ^In"""'"""  "'  '^'^  '>'''"^'  ""^'^'^'^S 

elalm«.t  sufficient  to'^S.^arX'tr'^r::  tr''^  ''  "'*' 
to  apply  it,  together  with  a  stMt^r^ZTT^       i-ecelve  the  refund  and  so 

KO)  An  affidavit  made  by  or  aa  hehxit  ^  n,    ^ 
«»au  state  that  the  taxpayer  tL^vtvl  ^    taxpayer,  whlA  affidavit 

0*  the  State  or  poU^rbd.'!^  "S^Z'lT.  "T '^  '"  '""^  ^^'^ 
«l»al  to  au  or  a  portion  of  the  t^  T'^^^TllT  .°'/°  """*""' 
made  to  such  State  or  political  snbdlvlrion,  ^  Tet^l^  *"'^^^''  "^ 
celve  the  amount  refunded  from  th.  L^t.^  ,.!?  ^"^^^^^  agrees  to  re- 
tt  fa  paid  and  Immedlatlt  t^a™^  tt*  .1'^"'"="'  B«bdlvisi„n  to  which 

^  payment  for  the  acuLuonTaufb^rtd/e  aTdX°«  f"'  "'^'^  '" 
the  contract  which  is  the  basis  of  fho  .loi     I  *  ^^  ^^^  ^"^  '^ason 

and  performed,  the  ^^:tmZrr^^^^^ 
demand  the  entii^  amoimt  of  the  ref^d  ^ti/f  .  ®^*^^  ''P^''  ^t« 

annum  from  the  date  the  relid  Je^^de  ^L^  t  "'  ^  ^"^  '''''  "^^ 
benefit  of  any  statute  of  l^J^nT^,  V  1  ^^^^  ^'^  ^'^^^'^^  t^^e 
against  the  United  States   '^'^'^''^  '^^^^^^  P'io'*  thereto  may  have  run 

(2)  No  refund  shall  be  made  of  mv  ««»,.««*  i 
the  tax  le^ed.  assessed,  coU^^auTpaTb?  hrr^^  ^'^  '"^^  ^^""^  **' 
year  or  period.    A  separate  rfaim  !^«,i  ^   ^.       taxpayer  for  any  taxable 
taxable  year  or  vJTuwZtZ^,,^^^^^^  ^'  -^h  separate 

Is  based  two  or  more  States  or  l^^i      l^  '*''*  ^"^  ""^^"^  ^^^  ^^^^^ 

imi  entitled  to  acqZ  t^e'rSgTi^^^^  ^'  "  «^^  ^  «^«te. 

uie  unage,  the  claim  for  refund  in  respect  of  each 
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(separate  taxable  year  or  period  must  be  made  jointly  by  the  States  or 
political  subdivisions  thereof  so  entitled.  The  amount  refunded  under 
section  116  (e)  of  the  Revenue  Act  of  1928  and  this  Treasury  decision  is 
not  considered  an  overpayment  within  the  meaning  of  section  614  of  the 
Revenue  Act  of  1928,  relating  to  interest  on  overpayments,  and  no  interest 
shall  be  allowed  or  i>aid  upon  the  amount  of  the  refund. 

(3)  A  check  or  voucher  in  payment  of  a  claim  for  refund  allowed  under 
section  116  (e)  of  the  Revenue  Act  of  1928  will  be  drawn  in  the  name  of 
the  fiscal  oflScer  or  oflScers  having  authority,  as  established  under  paragraph 
(1)  (c)  hereof,  to  receive  the  same,  and  will  contain  an  express  provision 
that  it  is  issued  for  the  sole  purpose  and  subject  to  the  conditions  prescribed 
in  section  116  (e)  of  the  Revenue  Act  of  1928  and  this  Treasury  decision. 

Art.  698.  Domestic  corporation  owning  a  majority  of  the  stock  of 
foreign  corporation. 

T.  D.  4323  (approved  September  28,  1931) 

Article  698  of  Regulations  74  is  hereby  amended  to  read  as  follows : 

Art.  698.  Domestic  corporation  owning  a  majority  of  the  stock  of  foreign 
corporation. — In  the  case  of  a  domestic  corporation  which  owns  a  majority 
of  the  voting  stock  of  a  foreign  corporation  from  which  it  receives  divi- 
dends (not  deductible  under  section  23  (p) )  in  any  taxable  year,  the  credit 
for  foreign  taxes  includes  not  only  the  income,  war-proflts,  and  excess- 
profits  taxes  paid  or  accrued  during  the  taxable  year  to  any  foreign  country 
or  to  any  possession  of  the  United  States  by  such  domestic  corporation, 
but  also  a  credit  for  income,  war-profits,  and  excess-profits  taxes  deemed 
to  have  been  paid  determined  by  taking  the  same  proportion  of  any  income, 
war-profits,  and  excess-profits  taxes  paid  or  accrued  by  such  controlled 
foreign  corporation  to  any  foreign  country  or  to  any  possession  of  the 
United  States,  upon  or  with  respect  to  the  accumulated  profits  of  such 
foreign  corporation  from  which  such  dividends  were  paid,  which  the 
amount  of  any  such  dividends  received  bears  to  the  amount  of  such  accu- 
mulated profits.  The  credit  for  taxes  deemed  to  have  been  paid  is  limited, 
however,  to  an  amount  which  shall  in  no  case  exceed  the  same  proportion 
of  the  taxes  against  which  the  credit  for  foreign  taxes  is  taken,  which  the 
amount  of  such  dividends  bears  to  the  amount  of  the  entire  net  income  of 
the  domestic  corporation  in  which  such  dividends  are  included.  If  di^^- 
dends  are  received  from  more  than  one  controlled  foreign  corporation,  the 
limitation  is  to  be  computed  separately  for  the  dividends  received  from 
each  controlled  foreign  corporation.  The  credit  for  foreign  taxes  (includ- 
ing taxes  paid  or  accrued  by  the  domestic  corporation  and  the  credit  for 
taxes  deemed  to  have  been  paid)  may  not,  under  any  circumstances,  exceed 
the  same  proportion  of  the  tax  (computed  on  the  basis  of  the  domestic 
corporation's  net  income  without  the  deduction  of  any  income,  war-profits, 
or  excess-profits  tax  any  part  of  which  may  be  allowed  to  the  corporation 
as  a  credit  by  section  131),  against  which  the  credit  is  taken,  which  the 
domestic  corporation's  net  income  (computed  without  the  deduction  of 
any  such  income,  war-profits,  and  excess-profits  tax)  from  sources  with- 
out the  United  States  bears  to  its  entire  net  income  (computed  without 
such  deduction)  for  the  same  taxable  year.  A  domestic  corporation  which 
includes  in  the  credit  for  foreign  taxes  a  credit  for  taxes  deemed  to  have 

91514*»-^1 ^25 
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^^l  ^^titLTlt  *""'::^"°"  With  ««peet  to  the  t«xe« 

Where  the  credit  for  foreign  taxM  toc^d^f  ^.h  !  '^^^^  "'  '='^"  '"'^^■ 
.  domestic  oorporauon  anf.^^f ^^^'r^.^'^.^^':^  *«'^;'  «-"->  ^y 

««1  the  «m.  «,  the  taxes  p.,d  or  accrued  «dthr"^,t,„;"!r°  ^"^ 
to  have  been  paid  exceeds  th**  Ht«i*o**^  .lu^         creait  ror  taxes  deemed 

accrued  and  the  credit  for  taxes  dSr^wl!!!  **.  '"*^  P""*  "" 
to  their  respectlre  amounts^e  D^^oi^,'"^! '^"  •*'"  *"  P~P<>«'on 
««>  taxes  paid  or  accrued.  L  n^t  th^'^^^rlnt  tTrh^c'r^tTf  *" 
deemed  to  have  been  paid,  shall  be  allows!  «s«  L?  m  .  '"  *""^ 
income  under  the  provisions  of  ^Uon  ^(^r  ""^  ""^ 

Abt.  811.  Betont  «f  infonnatioii  u  to  payment!  of  |1,600. 

T.  D.  4302  (approved  December  2,  1930) 

T^**  fi-^  sentence  of  article  811,  Regulations  74,  as  amended  bv 
Treasury  Decision  4278  (C.  B  VTTT  2  i<»«\  ■  Z  "™®n«e<*,''y 
amended  to  read  as  follows:  '     ^'    '  ^""^^^  *"'^''''" 

AH  persons  making  payment  to  another  nprann  «#  «w«^ 
Me  income  af  |1,500  or  more  in  anHlleL^Zr  L^^  ^"^  *'*^**^™^°«- 
thereof  to  the  Commissioner  for  snch  v^r  L  ^.       1  ''^°^^''  ^  ''^^"'° 
following  year  excent  ITZZ^l^T  ^f .       '^  ^^'"''^  ^bniary  16  of  the 
K  jrear  except  as  specified  in  articles  81»-«15. 

*  *  •  ♦  • 

Aw.  812.  Betittn  of  inf onaatioi,  as  to  payment,  to  emp'loyee^ 

T.  D.  4302  (approved  December  2  1090> 

The  second  sentence  of  article  812  of  Regulations  74  as  amende  1 
Jj J^r'^  ^--  ^«.  -  ''-by  furtfer  anJnSdtTa^':' 

^f s  tsr  :ra  r  r:rt"frr  fd  r  .r  "^? 

information  in  regard  to  sn^h  n«  v«.^«T   ^,^^'   ****<*"!«   file   returns   of 
"I  regara  to  such  payments  directly  with  the  Commissioner 

*  •  •  •  ^ 

•  •  • 

Abt.  817.  Eetuni  of  inlormation  as  to  foreign  itemi. 

T.  D.  4302  (approved  December  2, 1930) 

Tlie  last  sentence  of  article  817,  Regulations  74,  I  amended  by 
f^wsT  '^''  "  ^^'^'y  '"^-  '^-<^«J  to  read   as 

before  February  M  oi  ^cTyL     ^^  ^^""°'  ^^■-"''^-.  !>•  C,  on  or 
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Art.  831.  Eeturn  of  information  as  to  payments  of  dividends. 

T.  D.  4277  (approved  November  23,  1929) 

Section  149  of  the  Revenue  Act  of  1928  provides  that  every  cor- 
poration subject  to  income  tax  shall,  when  required  by  the  Commis- 
sioner, render  a  correct  return,  duly  verified  under  oath,  of  its  pay- 
ments of  dividends,  stating  the  name  and  address  of  each  share- 
holder, the  number  of  shares  owned  by  him,  and  the  amount  of 
dividends  paid  to  him.  In  accordance  with  this  section  of  the  Act, 
returns  of  information  in  respect  of  dividend  payments  shall  be  ren- 
dered for  the  calendar  year  1929  and  each  calendar  year  thereafter 
as  follows : 

(a)  Except  as  provided  in  paragraph  (b)  below,  every  domestic 
or  resident  foreign  corporation  and  every  nonresident  foreign  cor- 
poration having  a  fiscal  or  paying  agent  in  the  United  States,  not 
specifically  exempt  from  taxation,  making  payments  of  dividends 
and  distributions  out  of  its  earnings  or  profits  accumulated  since 
February  »28,  1913  (other  than  stock  dividends  or  distributions  in 
liquidation),  to  any  shareholder  who  is  an  individual  (citizen,  resi- 
dent, or  noni-esident  alien) ,  a  fiduciary,  or  a  partnership,  amoimting 
to  $500  or  more  during  the  calendar  year,  shall  render  an  information 
return  on  Forms  1096  and  1099  for  the  calendar  year  1929  and  each 
calendar  year  thereafter.  A  separate  Form  1099  must  be  prepared 
for  each  shareholder,  upon  which  will  be  shown  the  name  and 
address  of  the  shareholder  to  whom  such  payment  was  made,  and 
the  amount  paid.  These  forms,  accompanied  by  letter  of  trans- 
mittal on  Form  1096  showing  the  number  of  Forms  1099  filed  there- 
with, shall  be  forwarded  to  the  collector  of  internal  revenue  for  the 
district  in  which  the  corporation  has  its  principal  office  or  place  of 
business  on  or  before  February  15  of  the  following  year.^ 

(b)  In  cases  where  distributions  are  made  from  a  depletion  or 
depreciation  reserve,  or  which  for  any  other  reason  are  deemed  by  the 
corporation  to  be  nontaxable  or  partly  nontaxable  to  its  shareholders, 
the  corporation  will  first  fill  in  the  information  on  the  reverse  side  of 
Form  1096  and  forward  this  form  to  the  Commissioner  of  Internal 
Revenue,  Sorting  Section,  Washington,  D.  C,  not  later  than  Febru- 
ary 1  of  the  following  year.  Upon  receipt  of  this  information  the 
Commissioner  will  determine  and  advise  the  corporation  by  letter 
whether  any  portion  of  such  distribution  is  subject  to  tax.  The  cor- 
poration after  receiving  this  letter  will  then  properly  prepare  for 
each  shareholder  a  Form  1099,  which  shall  be  forwarded  with  Form 
1096  to  the  Commissioner  of  Internal  Revenue,  Sorting  Section, 
Washington,  D.  C,  not  later  than  30  days  after  such  letter  is  received. 

*  See  T.  D.  4305,  p.  364. 
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In  any  case  where  it  is  impossible  to  file  the  return  within  the 
time  herein  prescribed,  the  corporation  may,  upon  a  showing  of  such 
f^t,  obtain  a  reasonable  extension  of  time  for  filing  the  return 
The  request  for  the  extension  of  time  must  be  forwarded  to  the 
coUector  on  or  before  the  date  prescribed  for  filing  the  return » 

Treasury  Decision  4236  (C.  B.  VII-2,  p.  71),  in  so  far  as  it  is 
inconsistent  with  the  provisions  of  this  Treasury  decision,  is  hereby 
revoked.  ^ 

AiT.  88t  Ictiuii  of  kfomttioa  as  to  payments  of  dividends. 

T.  D.  4305  (approved  January  19,  1931) 

A^'^iO^  "^TT  "^  ?!n  w  T'f  P'^ragraph  of  Treasury  Decision 
^ii  \Sj.  B.  VllI-2,  140)  is  hereby  amended  to  read  as  follows: 

These  forms,  accompanied  by  letter  of  transmittal  on  Form  1096  showinir 
the  number  of  Forms  1099  filed  therewith,  shall  be  forwarded  to  the  Com 

rw'*^''/K^°*^™fi  ^^*'''''^'  ^'^'^  ^^^'^  Washington,  D.  C,  on 
or  before  February  15  of  the  following  year. 

^a3?  l*"^  f  ntence  of  the  fourth  paragraph  of  Treasury  Decision 
mil  IS  hereby  amended  to  read  as  follows: 

The  request  for  the  extension  of  time  must  be  forwarded  to  the  Com- 
missioner of  Internal  Revenue,  Rules  and  Regulations  Section,  Washing- 
ton, D.  C,  on  or  before  the  date  prescribed  for  fiUng  the  return. 

Abt.  996.  Hct  losses;  insurance  companies. 

T.  D.  4309    (approved  March  7,  1931) 

.i.^^I'J!''*'?''^  ^^  ''''^  ^^"^^y  amended  by  the  addition  thereto  of 
the  following  new  matter  dealing  with  net  losses  of  insurance 
companies : 

Aet.  996.  JTe*  losses;  imurance  companies.^In  the  case  of  an  insurance 
company  subject  to  tiie  tax  imposed  by  section  201,  the  «  net  loss  "  is  the 

r?r*^!f  "If  ^"^  ^""^  ^"^"^^  ^  ^^^^^  ^°  «^^^«^  202  (a)  is  exceeded 
hj  the  deductions  allowed  by  section  203  excluding- 

(«)  Th^  amount  of  interest  received  during  the  taxable  year  aUowed 

!!.*nfff      r  ?.**^'  "^"^^  ^  ^""^  <'^'  ^^  ^^^  «f  the  amount  of  inter- 
est p^d  withm  tiie  taxable  year  which  is  not  deductible  under  section  203 

(&)  The  amount  received  as  dividends  and  allowed  as  a   deduction 
under  section  208  (a)   (3) ;  aeaucnon 

(c)  The  amount  allowed  as  a  deduction  under  section  203  (a)   (4\  on 
account  of  sums  held  as  a  reserve  for  dividends ;  and  v   /    v  ;  ou 

(d)  The  amount  allowed  as  a  specific  credit  imder  section  208  (a)   (9) 
In  the  case  of  an  insurance  company  subject  to  the  tax  imposed  bv 

7tZ  f^liS"  "'**^*  '*^««"  ''  *^^  ^^-^-'  ^y  -hi^^h   gross  income  as 
flection  204  (c)  excluding: 

Jl^^cZ^T^^^T^  ^"^^^  ^^^  ****  *«^We  year  allowed 
as  a  deducti<m  under  that  part  of  section  204  (c)    (8)   which  refers  to 
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interest  exempt  from  taxation  under  section  22  (b)  (4),  in  excess  of  the 
amount  of  interest  accrued  within  the  taxable  year  which  is  not  deduct- 
ible under  section  204  (c)  (2)  in  view  of  the  provisions  of  section  23  (b)  ; 
(h)  The  amount  of  interest  allowed  as  a  deduction  under  that  part  of 
section  204  (c)  (8)  which  refers  to  interest  allowed  as  a  credit  under 
section  26; 

(c)  The   amount   received   as   dividends  and   allowed   as   a    deduction 
under  section  204  (c)    (7)  ;  and 

(d)  The  amount  allowed  as  a  specific  credit  under  section  204  (c)   (10), 

Art.  1042.  Exclusion  of  earnings  of  foreign  ships  from  gross  income. 

T.  D.  4269  (approved  June  29,  1929) 

Section  213  (b)  (8)  of  the  Revenue  Acts  of  1921, 1924,  and  1926,  and 
sections  212  (b)  and  231  (b)  of  the  Revenue  Acts  of  1928,  provide 
that  there  shall  be  exempt  from  taxation  the' income  of  a  nonresident 
alien  or  foreign  corporation  which  consists  exclusively  of  earnings 
derived  from  the  operation  of  a  ship  or  ships  documented  under  the 
laws  of  a  foreign  country  which  grants  an  equivalent  exemption  to 
citizens  of  the  United  States  and  to  corporations  organized  in  the 
United  States. 

Greece  grants  an  equivalent  exemption  to  citizens  of  the  United 
States  and  to  corporations  organized  in  the  United  States,  from 
January  1,  1921.  Accordingly,  article  89  of  Regulations  62,  as 
amended  by  Treasury  Decisions  3488  (C.  B.  II-l,  p.  80),  3813  (C.  B. 
V-1,  p.  225),  4013  (C.  B.  VI-1,  p.  59),  4098  (C.  B.  VI-2,  p.  58),  and 
4227  (Bulletin  VII-42,  p.  4  [C.  B.  VII-2,  125]);  article  89  of 
Regulations  65,  as  amended  by  Treasury  Decisions  3812  (C.  B.  V-1, 
p.  47),  4013  (C.  B.  VI-1,  p.  59),  4098  (C.  B.  VI-2,  p.  58),  and  4227 
(Bulletin  VII-42,  p.  4  [C.  B.  VII-2, 125])  ;  article  89  of  Regulations 
69,  as  amended  by  Treasury  Decisions  4013  (C.  B.  VI-1,  p.  59),  4098 
(C.  B.  VI-2,  p.  58),  and  4227  (Bulletin  VII-42,  p.  4  [C.  B.  Vn-2, 
125] ) ;  and  article  1042  of  Regulations  74  are  hereby  amended  so  as 
to  include  Greece  in  the  list  of  countries  which  exempt  from  tax  so 
much  of  the  income  of  citizens  of  the  United  States  nonresident  in 
such  foreign  countries  and  of  corporations  organized  in  the  United 
States  as  consists  of  earnings  derived  from  the  operation  of  a  ship 
or  ships  documented  under  the  laws  of  the  United  States,  and  to 
exclude  Greece  from  the  list  of  countries  which  do  not  grant  such 
exemption. 

T.  D.  4289   (approved  AprU  25,  1930) 

Section  213  (b)  (8)  of  the  Revenue  Acts  of  1921,  1924,  and  1926, 
and  sections  212  (b)  and  231  (b)  of  the  Revenue  Act  of  1928,  provide 
that  there  shall  be  exempt  from  taxation  the  income  of  a  nonresi- 
dent alien  or  foreign  corporation  which  consists  exclusively  of 
earnings  derived  from  the  operation  of  a  ship  or  ships  documented 


366 


nrCOME  TAX  MEQTTLATIONS 


under  the  laws  of  &  foreign  country  which  grants  an  equivalent 
exemption  to  citizens  of  the  United  States  and  to  corporations 
organized  in  the  United  States. 

Spain  grants  an  equivalent  exemption  to  citizens  of  the  United 
States  and  corporations  organized  in  the  United  States,  from  Janu- 
ary 1,  1921.  Accordingly,  article  89  of  Kegulations  62,  as  amended 
hy  Treasury  Decisions  3488  (C.  B.  II-l,  p.  80),  3813  (C.  B.  V-1, 
p.  225),  4013  (C.  B.  VI-1,  p.  59),  4098  (C.  B.  VI-2,  p.  58),  4135 
(C.  B.  Vn-1,  p.  81),  4227  (C.  B.  VII-2,  p.  125),  and  4269  (Bulletin 
Vin-27,  p.  5  [C.  B.  VIII-2,  p.  146]  )  ;  article  89  of  Regulations  65, 
as  amended  hy  Treasury  Decisions  3812  (C.  B.  V-1,  p.  47),  4013 
(C.  B.  VI-1,  p.  59),  4098  (C.  B.  VI-2,  p.  58),  4135  (C.  B.  VII-1, 
p.  81),  4227  (C.  B.  VII-2,  p.  125),  and  4269  (Bulletin  VIII-27, 
p.  5  [C.  B.  VIII-2,  p.  146]);  article  89  of  Regulations  69,  as 
amended  hy  Treasury  Decisions  4013  (C.  B.  VI-1,  p.  59),  4098  (C. 
B.  VI-2,  p.  58),  4135  (C.  B.  VII-1,  p.  81),  4227  (C.  B.  VII-2,  p. 
125),  and  4269  (Bulletin  Vin-27,  p.  6  [C.  B,  VIII-2,  p.  146]); 
and  article  1042  of  Regulations  74,  as  amended  by  Treasury  Deci- 
sion 4269  (Bulletin  VIII-27,  p.  5  [C.  B.  VIII-2,  p.  146] ),  are  hereby 
further  amended  so  as  to  include  Spain  in  the  list  of  countries 
which  exempt  from  tax  so  much  of  the  income  of  citizens  of  the 
United  States  nonresident  in  such  foreign  countries  and  of  corpora- 
tions organized  in  the  United  States  as  consists  of  earnings  derived 
^rom  the  operation  of  a  ship  or  ships  documented  under  the  laws 
of  the  United  States,  and  to  exclude  Spain  from  the  list  of  coun- 
tries which  do  not  grant  such  exemption. 

T.  D.  4299  (approved  September  10,  1930) 

Sections  212  (b)  and  231  (b)  of  the  Revenue  Act  of  1928  provide 
that  there  shall  be  exempt  from  taxation  the  income  of  a  nonresident 
alien  or  foreign  corporation  which  consists  exclusively  of  earnings 
derived  from  the  operation  of  a  ship  or  ships  documented  under  the 
laws  of  a  foreign  country  which  grants  an  equivalent  exemption  to 
citizens  of  the  United  States  and  to  corporations  organized  in  the 
United  States. 

Brazil  grants  an  equivalent  exemption  to  citizens  of  the  United 
States  and  corporations  organized  in  the  United  States.  Accord- 
ingly, article  1042  of  Regulations  74,  as  amended  by  Treasury  Deci- 
sions 4269  (C.  B.  VIII-2,  p.  146)  and  4289  (C.  B.  IX-1,  p.  160), 
is  hereby  further  amended  so  as  to  include  Brazil  (from  December 
30,  1928,  only,  when  the  Brazilian  law,  designated  as  Decree  No. 
5623,  went  into  effect)  in  the  list  of  countries  which  exempt  from 
taxation  so  much  of  the  income  of  citizens  of  the  United  States  non- 
resident in  such  foreign  countries  and  of  corporations  organized  in 
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the  United  States  as  consists  of  earnings  derived  from  the  operation 
of  a  ship  or  ships  documented  under  the  laws  of  the  United  States, 
and  to  exclude  Brazil  (from  December  30,  1928)  from  the  list  of 
countries  which  do  not  grant  such  exemption. 

Art.  1173.  Extension  of  time  for  payment  of  a  deficiency. 

T.  D.  4315  (approved  May  26,  1931) 

The  second  paragraphs  of  article  1234  of  Regulations  69  and 
article  1173  of  Regulations  74  are  hereby  amended  by  adding  at  the 
end  of  each  paragraph  a  new  sentence  reading  as  follows : 

The  Commissioner  will  not  consider  an  application  for  an  extension  of 
time  for  the  payment  of  a  deficiency  unless  such  application  is  made  on  or 
before  the  date  prescribed  for  payment  thereof,  as  shown  by  the  notice  and 
demand  from  the  collector. 

As  so  amended,  the  said  paragraphs  read  as  follows : 

An  application  for  an  extension  of  time  for  the  payment  of  a  deficiency 
should  be  made  under  oath  on  Form  1127  and  must  be  accompanied  by  evi- 
dence showing  that  undue  hardship  to  the  taxpayer  would  result  if  the 
extension  were  refused.  The  extension  will  not  be  gi-anted  on  a  general 
statement  of  hardship,  but  in  each  case  there  must  be  furnished  a  state- 
ment of  the  specific  facts  showing  what,  if  any,  financial  loss  or  sacrifice 
will  result  if  the  extension  is  not  granted.  Wherever  practicable  a  certified 
statement  of  assets  and  liabilities  of  the  taxpayer  should  be  submitted.  The 
application,  with  the  evidence,  must  be  filed  with  the  collector,  who  will  at 
once  transmit  it  to  the  Commissioner  with  his  recommendations  as  to  the 
extension.  When  it  is  received  by  the  Commissioner,  it  wiU  be  examined 
immediately  and,  If  possible,  within  30  days  will  be  rejected,  approved,  or 
tentatively  approved  subject  to  certain  conditions  of  which  the  taxpayer 
will  be  immediately  notified.  The  Commissioner  will  not  consider  an  appli- 
cation for  an  extension  of  time  for  the  payment  of  a  deficiency  unless  such 
application  is  made  on  or  before  the  date  prescribed  for  payment  thereof, 
as  shown  by  the  notice  and  demand  from  the  coUector. 

Art.  1254.  Claims  for  refund  by  taxpayers. 

T.  D.  4265  (approved  March  27,  1929) 

(1)  A  claim  for  refund  or  credit  of  any  internal  revenue  tax,  or 
for  refund  of  interest  or  penalties,  erroneously  or  illegally  collected 
should  be  made  on  the  form  prescribed  by  the  Treasury  Department 
(Form  843),  and  should  be  filed  with  the  collector  of  internal  reve- 
nue, although  a  claim  will  not  be  considered  defective  solely  by 
reason  of  the  fact  that  it  is  not  made  on  the  form  or  that  it  is  filed 
with  the  Commissioner  of  Internal  Revenue.  The  claim  must  set 
forth  in  detail  and  under  oath  each  gix)und  upon  which  a  refund  or 
credit  is  claimed,  and  facts  sufficient  to  apprise  the  Commissioner  of 
the  exact  basis  thereof.    Any  claim  which  does  not  comply  with  the 
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requirements  of  the  preceding  sentence  will  not  be  considered  for 
any  purpose  as  a  claim  for  refund  or  credit. 

(2)  No  refund  or  credit  will  be  allowed  after  the  expiration  of 
the  statutory  period  of  limitation  applicable  to  the  filing  of  a  claim 
therefor  except  upon  one  or  more  of  the  grounds  so  set  forth  in  a 
claim,  or  an  amendment  thereof,  filed  prior  to  the  expiration  of  such 
period. 

(3)  These  regulations  shall  take  effect  on  May  1,  1929,  and  shall 
be  applicable  to  all  claims  filed  on  or  after  such  date,  and  all  other 
regulations  are  modified  in  so  far  as  they  are  inconsistent  with  these 


regulations. 


T.  D.  4266  (approved  March  27,  1929) 


(1)  Except  as  provided  in  paragraph  (2),  a  refund  or  credit  of 
any  internal  revenue  tax  will  not  be  allowed  in  any  case  after  the 
expiration  of  the  statutory  period  of  limitation  applicable  to  the 
filing  of  a  claim  therefor  (computed  without  regard  to  the  filing 
of  any  so-called  informal  or  defective  claim)  unless  prior  to  the 
expiration  of  such  period  a  formal  claim  has  been  duly  filed  which 
complies  with  all  the  requirements  of  the  regulations  applicable  at 
the  time  such  claim  was  filed,  nor  will  any  claim  which  does  not 
comply  with  such  regulations  be  considered  for  any  purpose  as  a 
claim  for  refund  or  credit.  (See  e.  g.  Keg.  14;  art.  1036,  Reg.  45 
and  62;  art.  1306,  Reg.  65;  art.  1304,  Reg.  69;  art.  1254,  Reg.  74- 
Law  Opinion  1116  [C.  B.  III-l,  350] ;  T.  D.  4265  fC.  B   VIII-l' 

110].)  L  .    V    XX   X, 

(2)  A  refund  or  credit  may  be  allowed  after  the  expiration  of 
such  statutory  period  of  limitation,  even  if  no  formal  claim  has  been 
filed  prior  thereto,  m  any  case  in  which  a  so-called  informal  or 
defective  claim,  duly  filed  prior  to  the  expiration  of  such  period  and 
stating  specifically  the  grounds  for  the  refund  or  credit,  is  perfected 
by  the  filing  of  a  claim  prior  to  May  1, 1929,  which  complies  with  the 
requirements  of  Treasury  Decision  4265,  but  (a)  only  the  grounds 
set  forth  in  such  formal  claim  which  were  also  set  forth  in  such  in- 
formal or  defective  claim  will  be  considered,  and  (b)  no  claim  in 
respect  of  which  a  suit  in  court  has  been  commenced  at  any  time  may 
be  so  perfected. 

Aht.  1256.  Caaima  for  refund  in  case  of  judgment  obtained  against 
the  United  States. 

T.  D.  4262  (approved  March  8,  1929) 

Claims  for  the  payment  of  judgments  rendered  by  United  States 
district  courts  and  the  United  States  Court  of  Claims  against  the 
United  States  representing  taxes,  penalties  or  other  sums,  should  be 
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^  executed  on  Form  843  in  duplicate  and  filed  directly  with  the  Com- 

missioner of  Internal  Kevenue,  Washington,  D.  C.  The  claimant 
should  state  the  grounds  of  his  claim  under  oath,  giving  the  names  of 
all  parties  to  the  suit,  the  cause  of  action,  the  date  of  its  commence- 

^  ment,  the  date  of  the  judgment,  the  court  in  which  it  was  recovered, 

and  its  amount.  To  this  affidavit  there  should  be  annexed  two  certi- 
fied copies  of  the  final  judgment,  and  an  itemized  bill  of  the  costs 
paid,  receipted  by  the  clerk  or  other  proper  officer  of  the  court.    In 

^  the  case  of  a  judgment  rendered  by  the  Court  of  Claims,  there  may 

be  submitted  in  lieu  of  a  certified  copy  of  the  final  judgment,  a  cer- 
tificate of  judgment  issued  by  the  clerk  of  the  court  and  two  copies 
of  the  court's  opinion,  if  any  was  rendered. 

^  ^  SEC  613.    LIEN  FOR  TAXES 

T.  D.  4275  (approved  November  13,  1929) 

Section  3186  of  the  Revised  Statutes,  as  amended,  is  further 
amended  by  section  613  (entitled  "  Lien  for  taxes  ")  of  the  Revenue 
Act  of  1928  to  read  as  follows: 

Sec.  3186.  (a)  If  any  person  liable  to  pay  any  tax  neglects  or  refuses  to 
f  pay  the  same  after  demand,  the  amount  (including  any  interest,  penalty, 

additional  amount,  or  addition  to  such  tax,  together  with  any  costs  that 
may  accrue  in  addition  thereto)  shaU  be  a  Hen  in  favor  of  the  United 
States  upon  all  property  and  rights  to  property,  whether  real  or  personal, 
belonging  to  such  person.  Unless  another  date  is  specifically  fixed  by  law, 
^  the  lien  shall  arise  at  the  time  the  assessment  list  was  received  by  the 

collector  and  shall  continue  until  the  UabiUty  for  such  amount  is  satisfied 
or  becomes  unenforceable  by  reason  of  lapse  of  time. 

(b)  Such  lien  shall  not  be  vaUd  as  against  any  mortgagee,  purchaser,  or 
judgment  creditor  until  notice  thereof  has  been  filed  by  the  collector^ 

^  (1)  In  accordance  with  the  law  of  the  State  or  Territory  in  which  the 

property  subject  to  the  lien  is  situated,  whenever  the  State  or  Territory  has 
by  law  provided  for  the  fiUng  of  such  notice ;  or 
^  (2)  In  the  office  of  the  clerk  of  the  United  States  district  court  for  the 

^  judicial  district  in  which  the  property  subject  to  the  lien  is  situated,  when- 

ever the  State  or  Territory  has  not  by  law  provided  for  the  filing  of  such 
notice;  or 

^  (3)  In  the  office  of  the  clerk  of  the  Supreme  Court  of  the  District  of 

Columbia,  if  the  property  subject  to  the  Uen  is  situated  in  the  District  of 
^  Columbia. 

(c)  Subject  to  such  regulations  as  the  Commissioner  of  Internal  Rev- 
enue, with  the  approval  of  the  Secretary  of  the  Treasury,  may  prescribe, 
the  collector  of  internal  revenue  charged  with  an  assessment  in  respect 
of  any  tax — 

^  (1)  May  issue  a  certificate  of  release  of  the  lien  if  the  collector  finds  that 

the  liability  for  the  amount  assessed,  together  with  all  interest  in  respect 
thereof,  has  been  satisfied  or  has  become  unenforceable ; 

(2)  May  issue  a  certificate  of  release  of  the  lien  if  there  is  furnished 
to  the  coUector  and  accepted  by  him  a  bond  that  is  conditioned  upon  the 
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paym»t  of  ttie  amoimt  assessed,  together  with  all  Interest  In  resn«* 

rte™rLd«lo^  J^  ?  "T*^""!  ^'"^  ^""^  req„l:^mente  relating 

J!  ^.fl  JT  Ik  '  ^  '"™  "*  "■*  •"""'  «n^  S""'"^  thereon,  as  may 
be  specified  In  the  regnlations;  ^ 

ttat  part  of  sndi  property  remaining  subject  to  the  lien  Is  at  least  dnnhlp 
Oie  amount  of  the  liability  remaining  nns«tisfied  In  res^  of siltax  and 
the  amount  of  all  prior  liens  upon  such  property  "^ 

«»Hi1h^,'"^K  »"'  "'""^  "'  "'  P""^""  •"^^honse  Issued  under  this 

(c)  The  Commissioner  of  Internal  Bevenue,  with  the  annrovi.1  of  «.. 
Se^etary  of  the  Treasury,  may  by  regulation 'provide  for  rtel^l*^ 
of  a  sl^le  bond  complying  both  with  the  requirements  of  s«Uon^ra  ?n 

fey  this  section.  ^  whether  or  not  the  Uen  Is  imposed 

In  accordance  with  the  provisions  of  subsections  (c)  and   M 
supra,  the  following  regulations  are  hereby  prescribi.  ^^' 

te  Hen  whenever  he  ^r  that  th.  ii^.l    '?'^"'t'"^  °'  "'^"^  °'  *« 
(together  wlthl^l  toLe^  to  .^  J^      ^f  f'  **'  """"""t  "^^^^^-^ 

t«^e  ^or^^h^ Se'loT^unrfraM:"  rheTe" rd  "'  ""^ 

ta  fi.ct  for  thrtlme  telng   d^^o  a  "  .       ^""""^  ""  unenforceable 

taxpayer  of  discoverabt  p;o^rty  of^rl^/T.hr"^"?^  "^  ''"' 
liiihiHfv  #««  *K  F*"4«^rty  or  property  rights.    In  all  cases  th^^ 

to  ftfo^  „„^  T^'  °"^  *"  «'"*'°"«*  »"«'  «>«^faeHon  of  toe  t« 

ld^LrLc^%?Sr^  "'  ""^  '^'"*"'  ^'"^  '-  coilectLn    " 
♦i^rrV    ®";^^P^"<*^  as  the  taxpayer  by  consent  in  writing  mav  a^r^A  wifh 

iy^rr<»n«te^''t;!r '^  "-"^  ^•'""  whU^t^r/rseS : 

ZiK,  „ii  couected.    Collectors  should  continue  to  investicafP  nflro. 

^^'  rv.r'of'orufnr"'br'^^"'  ^''"^ "»"-  of  tn  cr:  mei 

Z!k       ,^  obtaining,  before  the  expiration  of  the  collection  hph^h 

lh»tt  ZTZJ^^J^  "^  '"'^""°  '^'"«  "  '*«'fl^'"«  of  release  of  the  tax 
Z^f  „?!J!  f"™***^  and  accepts  a  bond  that  is  conditioned  upon  the  oav 

^h.„  th^,"""""'  '''*^  <'°««t'"^'  -««>  «»  «°t«rest  m  res^t  ther^f"^ 

t^irs;;^^;rin*"S:rtJ"r'T°"'  '"''""■"^  ^-^  •--^"^ 

The  form  of  an^tand  »  f^T«h^^  «^^  Commissioner  and  the  taxpayer. 
i^nn^  »«  any  oona  so  furnished  shaU  be  the  standard  form  (Form  lltl  1 
entitled  -Bond  for  release  of  IWeral  tax  Uen."  and  shauTeLe^u^  by  a 
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surety  company  holding  a  certificate  of  authority  from  the  Secretary  of  the 
Treasury  as  an  acceptable  surety  on  Federal  bonds. 

The  collector  may  also  in  his  discretion  issue  a  certificate  of  discharge  of 
any  part  of  the  property  subject  to  the  tax  lien  if  he  finds  that  the  fair 
market  value  of  the  part  of  the  property  not  released  from  such  lien  is  at 
least  double  the  amount  of  the  existing  liability  in  respect  of  such  tax  plus 
double  the  amount  of  all  liens  prior  to  that  of  the  tax  lien.  In  general,  fair 
market  value  is  that  amount  which  one  ready  and  willing  but  not  compelled 
to  buy  would  pay  to  another  ready  and  willing  but  not  compelled  to  sell  the 
property.  Collectors  must  be  conservative  in  determining  property  values 
and  should  make  careful  inquiry  with  respect  thereto. 

In  cases  where  the  collector  issues  a  certificate  of  release  of  tax  lien  and 
at  the  same  time  an  extension  of  time  is  granted  for  the  payment  of  the  de- 
ficiency in  tax  pursuant  to  the  provisions  of  section  272  (j)  of  the  Revenue 
Act  of  1928  or  section  274  (k)  or  308  (i)  of  the  Revenue  Act  of  1926,  a  single 
bond  may  be  accepted  by  the  collector  conditioned  upon  the  payment  of  the 
amount  assessed  (together  with  all  interest  in  respect  thereof)  in  accord- 
ance with  the  terms  of  the  extension  and  not  later  than  six  months  prior 
to  the  expiration  of  the  statutory  period  for  collection,  including  any 
period  for  collection  agreed  upon  in  writing  by  the  Commissioner  and  the 
taxpayer.  Form  1131,  hereinbefore  mentioned,  shall  be  used  in  these  cases 
and  shall  be  modifier!  to  meet  the  circumstances.  Where  a  certificate  of 
release  of  the  tax  lien  has  been  issued  by  the  collector,  and  the  bond  fur- 
nished to  and  accepted  by  the  collector  fully  protects  the  interests  of  the 
United  States  with  respect  to  the  tax  assessed,  no  additional  bond  will 
be  required  by  the  Commissioner  as  a  condition  to  the  granting  of  an  ex- 
tension of  time  for  the  payment  of  the  deficiency  in  tax  under  the  provisions 
of  section  272  (j)  of  the  Revenue  Act  of  1928  or  section  274  (k)  or  308  (i) 
Of  the  Revenue  Act  of  1926, 
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[References  are  to  sections  of  the  Retenue  Act  of  1928  and  articles  of  Regulations  74. 

For  index  to  Aspendix  see  pf .  483-491] 
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Abandonment  of  property,  loss  from 

Abatement  of  tax,  adjustment  of  overassessment. 
Claims,  collectors 


Taxpayers 

Jeopardy  assessment 

Deficiency  disallowed  by  Board 

Uncollectible  taxes 

Accounting  methods,  accrual,  interest,  Treasury  savings 

certificates 

Allocation  of  income  and  deductions,   businesses 

owned  or  controlled  by  same  interests 

Change  of  basis 

Credits,  when  taken 

Deductions,  when  taken 

Depletion  and  depreciation 

Depletion  of  timber 

Farmers 

Change  to  inventory  basis 

General  rule 

Gross  income,  items  of,  when  included 

Income,  bases  of  computation 

Income  from  sources  partly  within  and  partly  with- 
out United  States,  sale  of  personal  proi)erty_  _ 

Transportation  service 

Income  from  sources  within  United  States 

Installment  basis 

Change  to  accrual 

Records 

Installment  sales,  personal  property 

Inventories,  use  of 

Long-term  contracts 

Net  income,  computation 

Paid  or  accrued,  and  paid  or  incurred,  construction 

Trading  stamps 

When  charges  deductible 

Accounting  period,  basis,  calendar  and  fiscal  years 

Change  in 

Net  income,  computation 

General  rule 

Less  than  12  months,  capital  gains  and  losses 

Credits,  reduction  of 

Earned  income 

Income  on  basis  of  short  period 

Income  placed  on  annual  basis 

Returns 

Partnership,  change,  returns,  how  made 


Section 


273 
273 


45 


43 
43 


41 
42 


119 
119 


v9r 


44 


41 

43 


43 
41 
46,47 
46 
41 
47 
47 
47 
47 
47 
47 


Article 


173 
1252 
1182, 
1261, 1253 
1251 
1182 
1181 
1263 

88 


67,  322 

341 

341,  342 

237 

256,  257 

57 

106 
321-324 
331-335 

322 

682 
683 
682 

351-355 
322 
'351 
351 

322,323 
334 
321 
341 
335 
342 
324 

324,  361 
361 

321-324 


371 


371 
371 
942 


373 


374 
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Accounts,  depletion,  adjustment  foF  bonus  or  advance 

royalty 

Depletion,  timber II«III 

Depletion  and  depreciation IIIII 

Accumulated  profits,  defined 

Accumulation  of  surplus  to  evade  surtaxes 

Additional  assessment,  defined 

Additions  to  tax,  bankruptcy  and  receivership  cases 

Deficiency,  fraud 

Jeopardy  assessment 

Negligence 

Failure  to  file  return "_[ 

Collection  of 

In  lieu  of  addition  to  tax  under  section  3176, 

Revised  Statutes _ 

Nonpayment 

Taxable  year  closed  by  Commissioner 

Administrative  proceedings,  assessment  and  collection  of 

deficiencies 

Claims  against  transferees  and  fiduciaries 

Interest  and  additions  to  tax 

Overpayments llll'l'l'. 

Administrators,  claims  for  refund 

Liability  for  payment  of  tax I-IIIIIIII] 

Advertising  expenses,  deduction 

AfiSliated  group,  defined 

Affiliation.    (See  also  Returns,  consolidated.) 

China  Trade  Act  corporations 

Corporations,  foreign 

Formation  of  and  changes  in  group.. 

1928 IIIIIII 

1929  and  subsequent  years II 

Property  acquired  during,  basis,  gain  or  loss  from 
sale 

Stock  ownership  changed  during"  y'ei^.'effieit,' 192811 

Agreements,  closing 

Agents,  distinguished  from  fiduciary III IIII II I 

Returns  for  taxpayers IIIIIII 

Withholding,    ^ee'  Withholding  tax  at  source. 

Agricultural  colleges,  compensation  of  employees 

Agricultural  organizations,  exemption 

Alaska,  compensation  of  teachers I.III 

Aliens,  departure  from  country,  closing  of  taxable  yewl  I 

Determination  of  status 

Employees,  duty  of  employer llll"! 

First  citizenship  papers,  eflFect I__ 

Head  tax,  payment  of,  effect I.  Ill  I 

Immigration  laws,  efiFect.l I. IIIII 

Nonresident.    iSc€  Nonresident  aliens. 

Residence,  change  or  loss  of 

Determination  by  status  last  day  tiucableperiodl 

Presumption  as  to 

Proof  of IIIII 

Seamen,  compensation  earned  on  coastwise  vessel 

Status  of 

Transients,  status I.I.IIIII 

Alimony,  deduction  of IIIIIIIIIIIII 

Exemption IIIIIII 

Ambassadors,  foreign  govermuents,  exemption  of  incomel 


Section 


131 
104 
614 
274 
293 
273 
293 
291 
291 

291 
294 
147 

271-277 
311,312 
291-299 
321,  322 


161 


141 

141, 142, 
263 
238 


142 
141 

113 


606,616 


51,  235 


103 
116 
147 


Article 


236 
257 
237 


543 


1192 


1181 


1211 
1211 

1211 


^r^ 
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801 

1161-1202 

1231,  1241 

1211 

1251-1257 

1254 

864 

121,  262 


v*^ 


} 


1153 


712 
731-735 
711-716 

603 

733 

1301 

1321 

382 

643 

522 


801 
1022-1026 
1026 
1023 
1023 
1022 

1025 
1025 
1024 
1024 

674 

1023 

1024,  1026 

281 
83 

641 
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Amendments,  Judicial  Code,  section  177 

Merchant  Marine  Act,  1920,  section  23 .11"' 

Revenue  Act  of  1918,  section  1301  (b) 

Revenue  Act  of  1924 — 

Section  906 

Section  907  (a),  (b) " 

Section  912  added 

Section  913  added 

Revenue  Act  of  1926 — 

Section  240,  subdivision  (h)  added 

Section  274  (a)  (4) _ 

Section  274  (k) 

Section  277  (b) 

Section  278  (c),  (d) H" 

Section  278,  subdivision  (f)  added.  __ 

Section  280  (d) 

Section  284  (e) 

Section  1001  (c),(d) 

Section  1104.. _ 

Section  1108  (a) 

Section  1109 _I' 

Revised  Statutes  of  United  States — • 

Section  3176_ 

Section  3186- 

Section  3220 . 

Section  3228. H"^ 

Amortization  adjustment,  gain  or  loss,  disposition  of 

property 

Repossessions,  installment  and  deferred  payment 

sales 

Amount  of  taxes  paid  during  the  taxable  year,  definedll! 

Amounts  distributed  in  partial  liquidation,  defined 

Annuities,  income  from 

Application,  laws I" 

Application  of  tax,  citizens  of  United  States  possessions.! 

Estates 

Partnerships 

Trusts mill 

Application  of  Title  I IIIIIIII! 

Insurance  companies,  mutual,  other  than  life.__  III  I 

Appraisals,  use  in  determining  values 


Section 


Article 


615 
707 
713 

601 
601 
602 
602 

501 
503 
502 
504 
506 
506 
505 
507 
603 
618 
605 
619 

619 
613 
619 
619 

111 


115 

22 

61 

252 

161 

181 

161 

1 

208 


Appreciation  in  value  of  property,  how  treated 

Architects'  fees,  deduction  of 

Army  and  Navy  personnel,   quarters  or  commutation', 

exemption 

Army  oflScer,  equipment,  deduction  of  cost 

Assessment  of  interest,  jeopardy  assessemnt  of  tax 

Assessment  of  tax,  claims  against  fiduciaries..' 

Claims  against  transferees I. 

Corporation,  income  reported  by  shareholder 

Deficiency.     8ee  Deficiency. 

Failure  to  file  return 

Fraud IIIIIIIIIII! 

General  rule 

Jeopardy  (see  olso  Deficiency) 

Limitation  period 

Suspension  of  running 

Notice  to  taxpayer 

Request  for  prompt  assessment 

Revenue  Act  of  1926.. IIIIIII" 

Waiver  of  limitation  period IIII! 


297 
311 
311 
275 

276 
276 
275 
273 
275-277 
277 


275 
503 
276 


151,  561 

353,354 

692 

625 

62,82 

1141 
861 
901 
861 

iooi 

226, 227, 
254 
322 
282 

S3 
281 

1231,"  1241 
1231 
1201 

1201 

1201 

1201 

451,  1171 

1201,  1202 

1201 

451 

1201 

mi 


^ 
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Assessments,  corporation  against  shareholder,  deduction. 

Local  benefits,  drainage,  irrigation,  levee,  street,  etc. 

Interest  and  maintenance 

Assignees,  returns  for  corporations 

Associations,  building  and  loan.     See  BuOding  and  loan 
associations. 

Business  operated  in  quasi-corporate  form 

Classification 

Distinguished  from  partnership 

Distinguished  from  trust 

Employees',  local,  exemption 

Voluntary  beneficiary,  exemption 

Voluntary  unincorporated,  classification 

Exemption 

Automobiles,  damage,  deduction  as  loss 

Expense  of  operating,  deduction 

Farmers,  cost  and  maintenance 

License  fees,  deduction 

Pleasure  vehicles,  depreciation 

Professional  men,  expense  deduction 


Section 


23 
23 
52 


Article 


i 


Bad  debts,  accounts  receivable 

Charge-oflf  by  order  of  Federal  or  State  authorities.. 

Deduction 

In  part 

Examples  of 

Insurance  companies.     See  Insurance  companies. 

Interest,  accrued 

Method  of  treatment,  change,  application  for 

Mortgages,  uncoUectible  deficiency 

Nonresident  aliens,  deduction 

Obligations  of  bankrupt 

Recovery  after  charge  oflf 

Reserve  for,  deduction 

Reserve  method,  option  to  use 

Securities,  acquired  before  March  1,  1913.. __. 

Fluctuation  in  value 

Worthless 

Bank  of  issue,  foreign  central,  income  of 

Bankers'  acceptances,  income  of  foreign  bank  of  issue 
from 

Baakruptcy  {aeeaUo  Receiverships) 

Assessment,  inmiediate,  distinguish^  from  jeopardy 

assessment 

Assessment  of  deficiency 

Claims,  unpaid 

Collection,  limitation  period 

Claims  when  tax  secured  by  bond 

Claims  with  court  before  decision  by  Board 

Collector,  procedure  when  deficiency 

Corporations,  returns 

Deficiency,  assessment  of 

Notice  of 

Distraint,  collection  of  unpaid  claims 

Interest  and  additions  to  tax 

Jurisdiction  of  Board  and  courts 

Petition  to  Board  during 

Proceedings,  effect  as  to  discharge  of  tax 


103 
103 


103 


23 
23 


282 
153 
153 
392 


1312 
1312 
1313 
1314 


23 


119 

119 
274 


274 
274 
274 


274 


52 


274 

274,  298 

274 

274 


1318 
521-532 
171 
121 
131 
151 
202 
125 


191,  192 
191 

191-195 
191 
192 

193 

191 

193 

1051 

192 

191,  331 

191,  195 

191 

194 

194 

194 

672 

672 
1191,  1192 

1192 
1192 
1191 
1192 
1191 
1192 
1192 
392 
1171 
1192 
1192 
1192 
1191,  1192 
1192 
1191 
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Banks,  collection  of  foreign  items,  license 

Cooperative,  exemption 

Debts  charged  off  by  order  of  Federal  of  State 

authorities . 

Depositors*  guaranty  fund,  deduction 

Federal    land    and    Federal    intermediate    credit, 

dividends  and  interest,  exemption 

Exemption 

Federal  reserve,  taxability  of  dividends I] 

Interest  on  deposits,  deduction 

Joint-stock  land,  mortgages  to,  exemption 

Mutual  savings,  exemption 

National,  assessment  against  shareholder 

Postal  savings,  interest  on  deposits 

Taxes  paid  on  stock  for  shareholders 

Baptismal  offerings,  gross  income 

Basic  date,  defined 11""""" 

Beneficiaries,  defined "l""""!. 

Estates  or  trusts,  credits  against  net  income 

Credits  against  tax 

Income  from 

Income  upon  which  tax  paid  by  fiduciary 

Nonresident  alien,  return  for 

Taxable  year  different  from  estate I-III"_I 

Trusts,  revocable,  or  income  for  benefit  of  grantor.  _ 
Benevolent  life  insurance  associations,  local,  exemption.. 

Bequest,  exclusion  from  gross  income 

Income  from 

Realty,  gain  or  loss  from  sale lll"lll""l 

Specific,  personal  property,  gain  or  loss  from  sale.  _ 

Betterments,  deduction  of  cost 

Block,  defined ~~~   ~ 

Board  of  Tax  Appeals,  decisions,  notices  to   collector 

and  taxpayer  when  final 

Decisions,  review  by  courts,  1926  Act  amended  "  I 

When  final 

Deficiency  found  by,  collection ~-"""""l.. 

Jurisdiction,  bankruptcy  and  receivership  cases"_.III 

Claims  against  transferred  assets 

Deficiencies,  due  to  mathematical  error._I"II 

Jeopardy  assessment 

Years  other  than  taxable  year IIII 

Overpayments  found  by I.""" 

1926  Act  amended IIIIIIIII 

Petitions  to,  bankruptcy  and  receivership  cases"" 

Effect  as  to  credit  or  refund 

Notice  to  Commissioner  of  filing 1 1 II" 

Period  for,  Sunday  last  day IIIIII 

Redetermination  of  deficiency 

Right  to  file -_IIIII 

Procedure,  1924  Act  amended IIIIIII" 

Transferee  cases,  1924  Act  amended.  1111111" 

Boards  of  trade,  exemption H" 

Bonds,  credit  against  tax  claimed  for  accrued  taxes 

Discount  on,  deduction H"" 

Payment  of  taxes,  extension  granted I-IIIIIIII 

Replacement  fund,  involuntary  conversion  of  propi 
erty- _ 

Security,  departure  from  country 1-111111^ 

Release  of  liens 


Section 


151 
103 


103 


103 


163 
170 
162 


164 
166,  167 

103 
22 
22 

113 

113 
24 


603 
272 
272 
274 
311 
272 
273 
272 
273,  322 
507 
274 
322 


272 
272 
272 
601 
602 
103 
131 


272 


147 
613 


91514"'— 31- 
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Article 


851 
521,  525 

191 
132 

85 

m 

141 

85 

523 

282 

87 

161 

52 

221 

881 

871 

862 

864 
745 

881 

521,  531 

83 

83 

595,  596 

596 

282 

256 

1181 


1172 
1192 
1231 
1171 
1181 

n8i,~i257 


1192 
1257 
1171 
1171 
1171 
1171 


528 

693 

68,176 

432,  1173 

580 

801 
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Bonds — Continued. 


Section 


^Yoa?dWroTl"'^"  ^^'^^^'^  '^'  ^^^«-  -' 


Stay  of  collection,  jeopardy'assessments! 

lax  computed  without  deduction  for  future  ex- 


penses,  casual  sales  of  realty 

Tax-free   covenant,    tax   withheld,    tre^tmenVby" 
bond  owner ^ 

Withholding  tax  atsource 

Depletion  allowance  in  relation" to 

Books  and  witnesses,  examination  of,  1926  Act"  amended" 
Bridges  to  be  acquired  by  State,  income  from  ^'"^"'^^^ 

Brokers,  returns  of  information  

Exfrnptlon^""  associations,  divid'endsVei^mpTion::: 
Interest,  exemption.." ' 

W^n^*"**"®^*^^!^^'  ^J^"^^^^  *<>»  when  reported" "" 

Bmldings,  cost  of,  deduction. 

Farm,  depreciation  allowance  

Lessee  erecting,  income  to  lessor  

^  lx)8s  from  removal  or  demolition 

Business,  gross  income  from  ~ 

Expenses  of,  deduction..         

Business  leagues,  exemption  

Business  of  the  taxpayer,  defined  " 

Businesses  owned  or  controUed  by' same  interests  "alTn: 
cation  of  income  and  deductions  ^«^«^ests,  alio- 


C 


California,  irngation  assessments,  deduction 
Campaign  contributions,  deduction 

Cancellation  of  stock,  distribution  for" 

Capital  assets,  defined 

Gain  or  loss  from  sale III" " 

Loss  of  useful  value  __  

Capital  deductions,  defined     

Capital  expenditures,  adjustm"e"n"t""when""gain"orioss" 
disposition  of  property...  »    u    ur   loss, 

Deduction  of 

Mines "I 

Oil  and  gas  properties"!  

.Timber  properties "~ 

Capital  gain,  capital  loss,  defined  

Capital  investment,  interest  on,  d'ed'ucTioii 

Capital  net  gain,  capital  net  loss,  defined  "~ " 

J^xecutor,  sale  of  decedent's  propertv 

Liquidation  distribution .\,  "" 

Returns 

Tax,  election ""I 

Capital  net  gains  and  losses.II " "" 

«fl?^^  ""^  ^""'^^"^  ^^^^^  with 'iicome"fr"om'ijnit^' 
states  possessions 

Corporations I 

Credits  against II"II 

Credits  against  tax  incase  of  -      " 

Dealer  in  securities ~ 

Definitions II'I 

Estate  or  beneficiaries-I"! 

Insurance  companies..  ~'~ 

Nonresident  aliens  
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144 
144 


618 
116 
150 

22 
103 

22 
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23 
103 


45 


115 
101 


101 
111 
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101 
101 


101 


101 
168 


Article 


1171 
1181 


761 
761 
761 
128 
236 


813,  841 
521,"  525 


333 
282 
210 

63 
172 

55 

121 

621,  528 

682 


153 
262 
629 
501 
69 
173 
501 

561 
282,  323 
242 
243 
251 
501 
141 
501 
863 
625 
502 
501 
601-503 

501 

501,  503 
601 
501 
501 
501 
891 

951,  991 
601 
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Capital  net  gain  and  losses — Continued. 

Partnership  and  partners 

Period  less  than  12  months """111 

Property  received  in  exchange  without'gain"  sale  ofl 

Property  received  in  reorganization,  sale  of 

Residential  property,  sale  of "~ 

Ret  urns IT" 

Stock  on  which  stock  dividends  declared,  sale  of  111" 

Tax,  collection  and  payment ~~ 

Computation 1111 

Earned  income  credit,  allowance  against  1 1 II II 

Treatment  when  net  loss '~ 

Trusts  or  beneficiaries 11 

Capital  net  loss,  defined IIIIIIIIII" 

Reduction  of  tax  for I 

Capital  stock,  sale  by  corporation,  treatment  of 'proceeds 
Carrying  charges,  adjustment  when  gain  or  loss,  disposi- 
tion of  property 

Casualty,  deduction  of  losses IIIIIIII 

Cemetery  companies,  exemption IIIIIIIIII" 

Cent,  fractional  part,  how  treated IIIIIIII' 

Certificates,  compliance  with  tax  obligations,  'departure 

from  country 

Indebtedness,  Treasury,  interest IIIIIIIIII! 

Overassessment lllll 

Ownership.     See  Ownership  certificates". 

Savings,  Treasury,  interest 

Cham bers  of  commerce,  exemption IIII" 

Charitable  contributions,  deduction.    Seg'Contributions. 

Charitable  organizations,  exemption 

Children,  minor,  allowance  to,  deduction IIIIIIII! 

Minors,  returns  of  income 

China,  defined III_IIIIIIIII 

China  Trade  Act  corporations IIIIIIIIIII! 

Afi^liation 


Section 


101 

101 


117 
168 
101 
101 


111 
23 

103 
56 


Credits  against  net  income 

Dividends,  special 

Credits  against  tax 

Deductions 1.111 

Dividends,  deduction  for I 

Exclusion  from  income 

Normal  tax  and  surtax  applicable. 

Filipino  shareholder 

Gross  income 

Stock,  presumption  as  to  ownership..  I 
Terms,  meaning  of 


103 
103 


{ 


261 

261-264 

141,  142, 

263 

261 

261 

131,  262 


Withholding  tax  at  source. 

Citizens  of  United  States,  defined 

Departure  from  country,  closing  taxable" yearlllll 

Earned  income,  sources  without  United  States I 

Employed  by  foreign  government,  compensation  ~ 
Income  from  United  States  possessions.     See  also 
Income  from  sources  within  possessions  of 
United  States. 

Amounts  received  in  United  States 

Capital  net  gains  and  losses IIIII 

Credits  against  tax IIIIII' 

Deductions  from IIIIIIII 

How  taxed I 

Normal  tax IIIIIIIIIIIIIIH 

Residence  in  foreign  country,  effect  ofl.IIIIIIIIH"! 


23 
22,  116 


261 


379 


186 
47 


147 
116 


251 


251 
251 


} 


{ 


Article 


031 

soi 

501 
501 
502 
501 

'60i,"503 
601 
651,653 
891 
503 
503 
66,176 

661 
171 
626 
433 

801 

87 
1252 

88 
528 

627 

281 

383,742 

1153 

1151-1154 

1153 

1152 

1152 

691,  1152 

1151 


1154 

1154 

1151 

1153 

1153 

763,  781, 

1154 

14 

801 

641 


1132 

501 

691 

679,  1133 

671 

13 

14 


k 


/ 
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INDKX 


381 


Citizens  of  United  States  possessions,  status. 

Withholding  tax  at  source 

Civic  leagues,  exemption 

Claimed,  defined 

Claims,  abatement.     See  Abatement  of  tax. 

Against   transferees   and   fiduciaries.     See   Trans- 
ferees; Fiduciaries. 
Credit  or  refund.    See  Credits  or  refunds. 
Deficiencies  in  case  of  bankruptcy  or  receivership... 

Classification  of  provisions.  Title  I 

Closing  agreements 

Concealment  of  assets  in  connection  with 

Closing  of  taxable  year  by  Commissioner  (see  also  Tax- 
able year) 

Clubs,  exemption 

Coast  Guard  and  Coast  and  Geodetic  Survey,  quarters 

or  conmiutation 

Collection  of  tax,  claims  against  transferees  and  fidu- 
ciaries  

Departure  from  country 

Distraint,  after  assessment. 

When  begun 

Failure  to  file  return 

Fraud 

Liens,  section  3186,  Revised  Statutes,  amended 

Limitation  after  assessment 

Limitation  period,  suspension  of  running 

Proceeding  in  court,  limitation 

Without  assessment 

Tax  in  case  of  capital  net  gains  and  losses 

Collectors,  claims,  abatement 


Section 


252 


103 
703 


274 

3 

606,616 

616 

147 
103 


Section 


Article 


Article 


1141 

1141 

529 


4 


1191,  1192 


Defined. 


Notice  and  demand  for  pajrment  of  tax. 


Records  of  uncollectible  taxes 

Collectors  of  internal  revenue,  compensation 

Commissioner,  defined 

Commissioners,  Court  of  Claims,  compensation 

Commissions,  deduction 

Executors,  deduction 

Gross  income 

Installment  sales,  how  treated 

Purchase  and  sale  of  securities,  deduction 

Receivers,  State,  gross  income 

Withholding  tax  at  source 

Committee,  property  of  incompetent,  fiduciary 

Community  chest,  fund,  or  foundation,  exemption 

Commutation  of  quarters,  how  treated 

Commuters,  fares,  deduction..  _ 

Compensation,  accrued  before  March  1, 1913 

Alien  seamen,  earned  on  coastwise  vessels 

Basis,  percentage  of  profit 

Bonus,  deduction 

Citizen  of  United  States  employed  by  foreign  gov- 
ernment  

Collectors  of  internal  revenue 

Commissioners,  Court  of  Claims 

Contingent  basis... _ 

Deduction  of  expenditures  for 


311 
147 
276 


276 
276 
613 
276 
277 
275-277 
275 
101 


{ 


701 

56, 
272-274 


713 
701 
711 


144 
i03 


713 
711 


1301 


801 
521,  530 

53 

1231 
801 
1202 
1202 
1202 
1202 


1202 

1202 

1201, 1202 

1201 


{ 


1182,1251, 
1253 


431,  1172, 
1181,1192, 
1241 
1253 


121 
282 

52 
352 
282 
643 
762 
1320 
527 

53 
122 

91 
674 

52 
128 

641 


i 


126 
126-120 


V 


Compensation — Continued. 

Earned  income.     See  Earned  income. 

Employees  in  military  or  naval  service  of  United 

States,  deduction  by  employer 

Employees,  universities,  imder  Smith-Lever  Act 

Excessive,  treatment  of 

Federal  officers  and  employees,  taxability 

Foreign  government  officers  or  employees,  exemption 

Forgiveness  of  indebtedness 

Gross  income 

Information  at  source,  returns 

Injuries  or  sickness,  exemption 

Injury  to  employee,  deduction 

Living  quarters  or  commutation 

Not  received,  deduction  as  bad  debt 

Payments  other  than  money 

Personal  services,  gross  income 

Sources  within  United  States 

Sources  without  United  States 

Premium  on  insurance  policy,  deduction 

Promissory  notes,  gross  income 

Salary,  officer  or  employee  after  death,  deduction.. 

State  officers  or  employees 

Stock  of  corporation 

Teachers,  Alaska  and  Hawaii 

Territorial  employees,  exemption 

Vocational  Rehabilitation  Act " 

War  risk  insurance 

When  included  in  gross  income 

Withholding  tax  at  source IIII! 

World  War  Veterans*  Act I__. 

Compromises,  concealment  of  assets 

Consolidated  returns.     See  Returns,  consolidated. 

Constructive  receipt  of  income 

Consuls,  foreign,  exemption  of  income 

Contracts,  annuity,  income  from 

Endowment,  income  from 

Government,  cancellation,  gross  income 

Long  term,  income  from 

State,  profit  of  contractor  from 

Contributions,  citizens  of  United  States  with  income  from 

United  States  iK)ssessions 

Clergymen 

Corporations 

Deduction 

Estates  and  trusts 

Individuals,  deduction 

Limitation  on  deduction 

Nonresident  aliens 

Other  than  money,  basis 

Partnership,  deduction 

Partner,  deduction 

Pension  trusts,  employees 

Shareholder  to  corporation 

Statement  to  accompany  returns 

Trusts 

Year  1923 I_IIIIIIII 

Unlimited 

Control,  defined IIIIIIIIIIII 

Cooperative  associations,   farmers*  or  fruit  growers*, 

exemption.  

Financing  corporations  organized  by 


22 

148 

22 


119 
119 


116 
22 
22 
22 


144 

22 

616 


22 
22 


23 

162 

23 

23 

213 


183 


23 


162 
706 
120 
112 

103 
103 


129 
643 
127 

52 
641 

64 

51 
812 

82 
129 

53 
192 

53 

52 
674 
677 
283 

54 
129 
643 

53 


82 

82 

331 

762 
82 


332,  333 

641 

62 

82 

331 

334 

56 

1133 

52 

262 

261,  262 

261,  862 

261 

261 

1051 

261 

901 

261,901 

271 

67 

261 

261,  862 

261 

677 

521,  532 
532 


382 


immx 


Cooperative  banks,  exemption 

Copyrights,  gain  or  loss  from  sale IIIIIII 

Depreciation  allowance I_. 

Copyrights  and  plates,  deduction  of  cost III 

Corporations,  accumulation  of  surplus  to  evade  surtax 

Affiliation    (see   also  Affiliation;   Returns,  consoli- 
dated)   

Bankruptcy.     See  Bankruptcy. 

Capital  assets,  gain  from  sale  of 

Capital  stock,  premium  or  discount,  how  treated 

China  Trade  Act.    See  China  Trade  Act  corpora- 
tions. 

Contributions  and  gifts,  deduction _ 

Contributions  by  shareholders 

Copies  of  income  returns 

Credits  against  net  income 

Credits  against  tax 

Defined 


Section 


103 


104 
}  141,  142 


Article 


Distinguished  from  limited  partnership 

Distributions    and  dividends.    See  fistributions: 
Dividends. 

Domestic,  defined 

Income  from  United  States  possessions." 
also  Income  from  sources  within 
sessions  of  United  States. 


See 
pos- 


Affiliation. 


Amounts  received  in  United  States 

Credits  against  tax 

Deductions  and  credits,  allowance 

Deductions 

How  taxed 

Donations ] 

Evasion  of  surtax  by  incorporation 

Exempt  {see  also  headings  for  each  class  of  organiza- 
tions)   

Returns 

Exemption,  proof  of II] 

Foreign.     See  Foreign  corporations. 

Forgiveness  of  indebtedness  by  shareholders 

Imposition  of  income  tax 

Income  returned  by  shareholders,  how  taxed 

Inspection  of  returns 

Insurance  companies.     See  Insurance  companies. 

Insurance  fund  for  employees,  returns 

Issuance  of  rights  to  shareholders 

Leasehold  income  paid  by  lessee  to  shareholders 

Liquidation,  gross  income 

Losses ^ 

Sale  of  stock,  bonds,  or  assets ; 

Nonresident,  defined 

Organization  expense,  deduction 

Property  sold  to  shareholder  at  less  than  value 

Pmrchase  and  sale  of  capital  stock,  how  treated 

Quasi,  classification.. _ 

Rates  of  income  tax 


26 
131 
701 


/141,  142, 
I  251 

251 
131,  251 
251 


251 


{ 


521,  625 

59 

203,  207 

282 

541-543 

711-715, 

731-736 

69 
66 


262 

67 

422 

301 

691-698 

421,  1311 

1315,  1316 


1319 


} 


Receiverships.    See  Receiverships. 

Request  for  prompt  assessment 

Resident,  defined 

Returns  {see  also  Returns) 

Consolidated.    See  Returns,  consolidated. 


104 
103 


13 
104 


23 


{ 


13,  201, 
204 

276 


62 


731 

1132 

691 

1134 

679,  1133 

671,  1131 

262 

541-543 

621-532 
521 
521 

64 

31 

541 

421 

1318 

51 

70 

71 

171 

176 

1319 

282 

61 

66 

1312 

31,  951, 

991 

1201 

1319 

391,  392 
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Section 


Corporations — Continued. 

Salaries,  deduction 

Sale  and  retirement  of  bonds___IIIII"IIIIIIII~2] 
Sinking  fund,  income  from,  held  byTrusteel 
Subsidiary  formed  to  comply  with  foreign  law,  treat^' 

ment  as  domestic  corporation 

Taxes  on  stock  paid  for  shareholder". .Ill  I 

Withholding  tax  at  source.     See  Withholding" tax  at" 
source. 

Cost,  defined 

Countries  which  do  or  do  not  allow" sfmilar" tax  credit'" 
Countries  which  do  or  do  not  exempt  earnings  of  ships 

under  foreign  flags 

Coupons,  interest,  constructive  receipt! IIIIIII IIIII~~~ 
Premium,  subtraction  for  redemption  oflllll 

Court  proceedings,  bankruptcy II 

Receivership HI 

Review  of  Board's  decisions"!  IIIIIIIIIIIIIIIH"" 
Courts,  jurisdiction,  sunmioning  of  personsJI 

Review,  decisions  of  Board,  1926  Act  amended! 

Writs  and  orders  of  injunction,  etc 

Credit  unions,  exemption ~ 

Credits,  when  to  be  taken IIIIIIIIIIIIIIII 

Credits  agai  nst  net  income,  capital  netgainll  IZl 

China  Trade  Act  corporations IIIIIII 

Citizen  or  domestic  corporation  withincoine  from' 

United  States  possessions 

Corporations,  affiliated,  consolidated'returnlllll"'" 

Interest,  obligations  of  United  States 11" 

Limitation  on  tax,  specific  credit  not  iJlowed 
Specific  credit 

Dependents,  credit  for,  taxable  year'closedb'y  Com-" 
missioner 

Estates,  trusts  and  beneficiaries. .IIIIIIIIHH 

For  surtax  purposes IIIIIIIII 

Forei^  corporations,  allowance III!  1 1 

Individuals H 

Dependents,  credit  for rrilllllllllllllllH] 

Date  determining Z'llZ'. 

Dividends ZllU'lll 

Head  of  family^  personal  exemption 

Interest  on  United  States  obUgations__IIIIII 

Personal  exemption 

Change  of  status IIIIIII 

Decedent  spouse  and  survivor I II I 

Executor  for  individual IIIIIIIII 

Husband  and  wife HH 

Insurance  companies.     See  Insurance  companies!" 

Nonresident  aliens,  allowance 


141 
23 


274 
274 


43 

'261" 


251 

141, 142 

•       26 

26 

26 


163 


Personal  exemption 

Partners,  dividends  and  interesVof"  partnership 
Period  less  than  12  months,  reduction. .  . 
Personal  exemption,  taxable  year  closed  by' Com! 

missioner 

Credits  against  tax,  adjustment  when  ac'cru^'tax  paid" 

Beneficiary  of  estate  or  trust 

Capital  net  gain,  credits  against  tax  on' 

China  Trade  Act  corporations 

Citizen  or  domestic  corporation"  with"i~n~c"o"me'from 
United  States  possessions 


233 
26 
25 
25 
25 
25 
25 
25 
25 
25 
25 
25 

215 

214 

184 

47 


131 
170 


131,  262 
131,  251 


617 
603 
617 


383 


Article 


126-129 
68 
65 

714 
161 


103 
695 

1042 

333 

336 

1191,  1192 

1191,  1192 

1171 


526 

341 

501 

1162 


715,734 
301 
301 
301 

801 
871 
291 


291-296 
291,  294 
296 
291 
292 
291 
291 
296 
296 
296 
293 

/746,  1071, 
I     1072 
1061 
911 


801 
694 


I 


501 
691,  1152 

691 


384 
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Credits  against  tax — Continued. 

Citizens  of  United  States 

Corporations,  domestic 

Countries  which  do  or  do  not  allow  similar  credit. 

Definitions 

Earned  income  credit,  partners 

Estates 

Foreign  corporations 

Foreign  subsidiary,  taxes  of 

Individuals,  earned  income  credit 

Insurance  companies 

Limitation  on  amount '_'_ 

Nonresident  aliens,  allowance 


Section 


131 
131 


Overpayments  of  tax. 


Partner 

Partnerships-.. ..IIIIIII] 

Penalties  and  interest  not  included 

Proof  required  for  allowance 

Resident  aliens 

Residents ""] 

Tax  under  1926  Act,  fiscal  year  ended  in  1928 I] 

Tax  withheld  at  source 

Taxes  accrued,  bond  requirement 

Taxes  of  foreign  countries  and  possessions  of  United 

States... 

Year  allowable 

Credits  or  refunds,  additions  to  tax 

Adjustments. 

Amounts  collected  after  statutory  period 

Amounts  collected  under  jeopardy  assessments 

Authority  for ] 

Certificates  of  overassessment 

Change  to  installment  basis  of  accounting,  1924  and 

prior  years 

Claims  for... ~_'.~_'_l_ 

Procedure 

Credits  against  tax  adj usted 

Effect  as  to  later  deficiency 

Erroneous 

Interest 

Jeopardy    assessment,    deficiency    disallowed    by 

Board 

Judgments,  against  collectors II 

Against  United  States I 

limitation  period  suspended  by  agreement  pending 

Board  or  court  decision 

Limitations  upon ,_ 

Overpayments,  determined  by.  Board I_ 

1926  Act  amended 

Penalties "I 

Included  in  judgments IIH 

Report  to  Joint  Committee  on  Internal  Revenue 

Taxation 

Tax  on  contributions  to  trusts,  1923. III 

Tax  withheld  at  source. I. 

Crops,  destruction  of,  losses 

Gross  income 

Shares,  rent  received  in 

Cross  references,  eflfect  of II_ 

Customs  laws,  remission  and  mitigation  of  forfeitures^ 
application  to  internal  revenue  laws 


185 
131 
234 
131 
31 
206 
131 
216 

321,  322 

188 
131 


131 
131 
132 
33,144 
131 

32,  131 

131 


607 
273 
322 


706 


131 

271 

608,  609 

614,  615 

273 


608 
322 
322 
607 


710 
706 
144 


709 


Article 


K 


/ 


691 
691 
695 
692 
921 
691 


< 


698 
311,  312 


696 


[1251,1262, 
I    1267 


691 
692 
693 
691 
691 


761 
693 

691-698 
697 
1254 
1252 
1257 
1181,  1257 
1251 
1262 


1254^1256 

1252 

694 

1161 


1264 

1181 
1255 
1266 


1253,  1257 
1257 


1254 
1265,  1266 


764,  1252 

176 

67 

67 


I 


J 


-f 


D 

Damages,  patent  infringement,  when  deductible 

Personal  injuries,  etc.,  exemption 

Personal  property,  repossessed  after  sale IIIIII 

When  deductible 

Dealers  in  securities,  capital  net  gains  and  losses.rillll 

Defined 

Inventories H 

Deductions,  from  earned  income,  sources  without  United 

States 

Citizen  or  domestic  corporation  with  Income  from 

United  States  possessions 

Allowance II 

Estates IIII 

Foreign  corporations.     See  Foreign  corporations."" 

From  gross  income,  general 

Income  from  sources  in  Unitecf  States,  allocationl 

Installment  basis,  when  to  be  taken 

Insurance  companies.    See  also  Insurance  companies. 

Life 

Mutual,  other  than  life I.IIIIIIII 

Mutual  marine I_II 

Items  other  than  cash  expenditures 

Net  losses  (see  also  Net  losses) 

Nonresident  aliens  (see  also  Nonresident  aliens) 

Allowance 

Overlapping  items,  when  taken I.IIII 

Taxable  year,  not  allowable  in  other  years 

Trusts 


Section 


Article 


22 


116 

251 
251 
162 

23 
119 


When  to  be  taken. 


> 


▼■  iii 


Deferred-payment  sales,  real  estate 

Deficiency,  assessment  (see  also  Assessment  of  tax) 

Assessment,  restrictions  before  notice  of 

Waiver  of  restrictions 

Bankruptcy  cases.     See  Bankruptcy. 

Change  to  installment  basis  of  accounting,  1924  or 

prior  years 

Claims  against  transferred  assets 

Collection,  distraint  or  proceeding  in  court 

Defined H, 

Determination,  on  receipt  of  return 

Determined  by  Board,  assessment IIII! 

Assessment  when  petition  by  ConMnissioner  or 

taxpayer  for  review 

Collection " 

Petition  to  court  for  review,   bond  to  stay 

assessment 

Effect  of  previous  credit  or  refund 

Extension  for  payment,  bankruptcy  and  receiver- 
ships  

Failure  to  pay,  interest 

Hearings  on  protest ~~_ 

Increase  after  notice  mailed 

Interest 


203 
208 
208 


23, 117 
213 
215 


162 
43 


{ 


272 
272 
272 


705 
311 
272 
271 


272 


When  extension  for  payment. 


Jeopardy  assessments. 


Abatement,  claim  for 

After  notice  to  taxpayer  of  deficiency 

After  petition  for  review  of  Board's  decision 


272 

603 
271 

274 
294 


{ 


272 

292,  294, 

296 

296 

273 

273 
272 
272 


}■ 


342 
82 
351 
342 
501 
105 
106 


679, 1133 

1134 

862 

121-271 

680,681 

351 

971-977 

1011 

1013 

321 

1051 

746, 1071 

342 

342 

862 

321,  341, 

342 

352,  354 

1171 

1171 

1171 


1231 

'iiei 

451 
1171 

1171 
1172 

1171 
1161 

1192 

"451 
1171 


1173 
/  461, 1171, 
11181,  1257 
1182 
1181 
1181 


I 


386 


S 


INDEX 


I 


) 


Deficiency — Continued. 

Jeopardy  assessments — Continued. 

Amount,  before  and  after  Board's  decision 

Authority  for 

Bond  to  stay  collection II"II 

Disallowed  by  Board,  credit  or  refund^  amount 

paid 

Abatement 1111 

Interest  and  additions  to  tax_IIIII" " 

Notice  of 

Notice  to  Board.,, 111111111111 

Notice  to  collector  of  final"  deci'slon "by 'Board' 
Petition  to  Board  for  redetermination 
Procedure  for  collection 

Mathematical  error,  petition  to'fioard  in'cas'e  of  " 

Notice  and  demand  for  payment 

Notice  of,  registered  letter 1111 

Address  for H 

Further  letters  restricted! Ill 

Notice  to  fiduciaries 

Payment,  extension  of  time.  - 1  IIIl IIIIIH 

Bond,  when  extension  grantedm 

Interest 

Revenue  Act  of  i926,'extens"ion"for"."_"r."r 

Petition  not  filed  with  Board,  collection I"" 

Further  deficiency 

Petition  to  Board  for  redetenni"nation 

Prorating  to  installments '_'_ " 

Protests  against,  hearings 11111111 

Receivership  cases.     See  Receiverships.' 

Tax,  additional,  on  amended  return 

Definitions.     See  individual  items  in  index. 

Delinquency,  filing  return 

Departure  from  countrj,closingofta7a"ble'year"by  Com- 
missioner  

Dependents,  credit  for. .llllllllllllllH 

Date  determining IIIIIIIII 

Half  or  more  of  support  from  "trust  fund.Tm 
Individuals 

Departure  from  country," taxable' y«ir"cio8edI! 

Nonresident  aliens 

Canada  or  Mexico 111 

Depletion,  ^ee  also  Mines;  Oil  «iid"gaa"'pro'^"rtie8y 

Accounting  method 

Adjustment,  gain  or  loss,  disposition*  of"  propertv*' 

Basis,  discovery  value _l_r 

General  rule 111111111111 

Oil  and  gas  wells,  percentage .  "I III '" 

Bonuses    and    advance    royalties,    adjustment' of 
accounts 


Section 


273 
273 
273 

273 
273 
272,  297 
273 
273 
273 


272 
272 
272 
272 
272 
311 
272 
272 
296 
502 
272 
272 
272 
272 


147 
25 
25 


25 


214 


Capital  recoverable 

Lessee 

Lessor I  III  II 

Operating  owner IIIIII 

Cost  of  deposits,  determination..  JI 

Deduction 

Definitions  of  terms IIIIII" 

Discovery  value,  eflFect  on  netfcis 
Holder  of  life  or  terminable  interest. 

Lessor  and  lessee 


111 

114 

23,114 

114 


Article 


1181 
1181 
1181 

1181 
1181 
1181 
1181 
1181 
1181 
1181 
1181 
1171 
1172 
451,  1171 


1171 
1231 
1173 
1173 


1172 
1171 
1171 


23 


117 
24 

23 


{ 


{ 


451 

1161 

1211 

801 
291 
295 
294 
294 
801 
1061 
1071, 1072 


237 
171,  561 
611 
611 
611 

236 

221-224, 

248 

223 

224 

222 

225 

221-257 

221 

651,  652 

284 

221,  223, 

224 


t 


J 


I 


i 
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Depletion — Continued. 

Life  or  terminable  interests 

Life  tenant  and  remainderman 

Mines.     See  Mines.  ' 

Natural  deposits 

Nonresident  aliens,  deductionll 

Oil  and  gas  wells.     ^Sce  OU  and'gas  weiis"." 

Records  to  be  kept 

Remainderman 


24 
23 

23 


Repossessions,  installment  and  deferred  payment 
sales,  adjustment 


Reserves,  distributions  from 

Revaluation  of  deposits IIH 

Shareholder  of  mining  or  o'u"or"gf[s' comply 

Timber,     ^ce  Timber.  ^     ^ 

Treatment  in  computing  gross  income 
Trust  and  beneficiary 

Depletion  allowance  based  on  the"i"nc"o'me'fr"om"oii"and 
gas  wells,  defined "*«"  ami 

Depletion  allowance  in  case  of  dis"co very", 'defined 
IJepIetion  or  depreciation  sustained,  defined  _ 

depositors  guaranty  funds,  deduction  by  bank 

Depreciation,  accounting  method. __ 

Adjustment  when  gain  or  lo8s,'di8p"osit'ion'of' prop^ 

Allowance,  necessity  for IIIIIIII 

Amortized  property 1111111 

Automobiles  used  for  pleasure 
Basis  for 

Allocation,    depreciable    and' "nondepreciable 
property ^ 

Business  property,  limitation  toll 
Capital  recoverable 

Lessee 11111 

Lessor 1111 

Operating  owner IIIII 

■  Computation  of  allowance 
Copyrights 

Costumes,  theatrical 11111 

Deduction  for 1111 

Designs  and  drawingsll IIIII         

Farmers ~_ 

Property  in  inventory ~ 

Franchises 

Furniture 111111111 

Good  will IIIIIIIII 

Holder  of  life  or  terini'n"a"bie"interest"~' """ 

Improvements,  lessee 

Mines H" 

Insurance  companies,  '"^ee"  Insurant  companies" 
Intangible  property ^ 

Inventories H 

Land 


23 


23 


} 


111 


23,  114 


{ 


23 


24 


23 


Leases. 


Lessor  and  lessee IIIIIIZ 

Licenses " 

Life  or  terminable  interestsIII! 
Life  tenant  and  remainderman 

Live  stock.. 

Machinery,  farm_III 
Minerals,  bodies  of..III 
Mines.    See  Mines. 


24 
23 


284 
221 

221-246 
1051 

237,  257 
221 

353,  354 
626 
228 
221 

55 
221 

221 
221 
221 
132 
237 

171, 175, 
561 
202 
204 
202 

204,611 

204 

202 
204 
223 
224 
222 
205 

203,  207 
202 

201-210 
208 
210 
210 
203 
202 
203 
284 
130 
244 

203,207 
202 
202 
204 
204 
203 
284 
201,  221 
131,  210 
210 
202 


/ 


ooo 


INDEX 


Bepreciation^ — Continued. 
Models 

Nonresident  aliens j  deduction  ' 

pitents^*^  properties  (see  also  Oil  iid'gas"  properties) 

Patterns ZlZllllZ     ' 

Personal  eflFects IIIIIII 

Records  to  be  kept IIIIIIIIIIIIII 

Reestimate  of  useful  life  of  property 

Remainderman 

Repairs,  effect  of_..IIIIIII" 

Repossessions,  InstaUment  "^d " defe"iied"  payment" 

sales,  adjustment , 

Reserves,  distributions  fromlim " 

Residence,  personal 

Tangible  property,  applicatio'n  tilll  

limber  properties,  improvements.. 

Treatment  in  computing  gross  income 

Trust  and  beneficiary __  

Details  to    Washington,  interni"-revenue~  officera  "ind" 
employees 

Devisee,  payments  to  a'nnuftant' how  treated 

.^ale  of  real  estate,  income  from 
Devises,  exclusion  from  income 

Income  from '^ 

Sale  of  property  acquired'by"  gain'Jr  foVsII 

LUscount,  bonds  of  corporation,  deduction  of  

Capital  stock,  treatment  by  corporation       

Purchases,  treatment  in  inventory 

Sale  of  capital  stock,  how  treated 

Discovery  value,  basis,  depletion  of  mines " 

Reserve  for  depletion  based  upon,  distribution"  of"  "  ~ 

IJscoveries,  mines,  meaning 

Distraint,  bankruptcy  and  receivers"hip~cas"es" " 

Collection,  claims  against  transferees  and"fi~duciari"es" 

Collection  of  tax  after  assessment. 

Limitation  period,  suspension  of  runninir 

When  begun "* " 

Distributions  (see  also  Dividends)'_"rr  " 

Appreciation,  value  of  property 

Corporation,  accumulated  surplus  to  evade"ta"x"  "how 

taxed  to  recipient 

Exempt  income 11111111 

How  taxed  to  shareholders" 

Depletion  reserve  based  on  disco very"val~ue"ofmii~es 

H^armngs  or  profits,  accumulated  before  March  1, 

^^»/°^i%^  .  corporation  '  accumufated"  'be'f'o're 

March  1,  1913 

From  caj)ital ' 

Increase  in  value  of  pro"pe"rty"a^Jr"u"e"d"  before  "Mirch" 
1, lyid 

Received  from  another"  corporatioia"  "and  "di's"-" 

tributed 

Liquidation I  "II 

Gain,  option  to  be  taxed  as'capitalii'eFgain""" 

Gam  or  loss  from.  > 

Partial II"  

r^u  ^?u  ^  equivalent  to  taxabfe'dividend" 

Other  than  from  earnings  or  increase  in  value"  of" 

property  accrued  before  March  1,  1913 
Partnership,  assets  in  kind,  gain  or  loss  from 


Section 


Article 


23 


23 

712 


22 

22 

113 


114 
115 
114 
274 
311 
276 
277 


115 


104 


208 
1051 
245 
203,  207 
208 
202 
209,237,257 
205 
201,  221 

201,  202 

363,  354 
626 

202,  210 
202 
252 

65 
201 


62 

863 

83 

83 

695,  596 

68,  176 

66 

103 

66 

240,611 

626 

240 

1191,  1192 

1231 

1202 

1202 

1202 

621-629 

623 

541 
621 

626 

623 

623 
624 

623 

623 
625 
625 
625 
625 
629 

624 
604 
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» 


\ 
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Distributions — Continued. 

Personal  service  corporation 

Redemption  of  stock,  information  required _~riIIII. 
Reorganization,  gain  or  loss 

Source  of IIIIIIIII 

Reserve,  depletion,  based  on  discovery  value.IIIIII 

Depletion,  based  on  March  1,  1913,  value.."  " 
Reserve  for  depletion  or  depreciation,  gain  or  loss 

Source  of 

Stock  or  securities  in  reorganization,  source"of'III"" 
Tax  free,  adjustment  of  basis  when  stock  dispose'd  of  I 

Adjustment,  when  gain  or  loss,  disposition  of 

property 

When  taxable  to  recipient IIIII__II 

District  of  Columbia,  exemption  of  income. .Ill 
Obligations,  interest,  exemption..  ~    11 

Dividends  (see  also  Distributions) III.I.II 

Appreciation,  value  of  property I II 1. 11^ 

Building  and  loan  associations,  exemption 1 1. 1! 

When  included  in  income " 

China  Trade  Act  corporations IIII" 

Deduction  by  recipient  corporation II 1 1 

Exemption 


Section 


Withholding  tax  at  source.. 

Constructive  receipt  by  shareholder 

Corporation,  exempt  income 

Income  from  United  States  possessions,  deduc- 


tion. 


Credit  against  net  income,  individuals 

Deduction  by  corporations I 

Defined 

Depletion  or  depreciation  reserves,  distribution  from 
Earnings  or  profits  accumulated  before  March  1, 

lu  lO 

Effect  on  net  loss 11"~~ 

Federal  intermediate  credit  bank,  taxability  """ 

Federal  land  bank,  taxability "_" 

Federal  reserve  bank,  taxability IIIIIIIII 

Gross  income 


Increase,  value  of  property  accrued  before  March  l", 

IVrlo 


Information  of  payment 11111'       I" 

Insurance  companies,  life,  deductions.. IIIII II I' 

Life,  income  of 

Mutual III  1 1  mill 

Other  than  life  or  mutual,  deductionllllllll"' 

Income  of I 

Liquidation,  when  equivalent  to  taxabie'diVidendll" 

Gain  or  loss  from 

Partial IIIII  II 

National  farm  loan  association," taxabflity.'JI I 

Personal  service  corporation ~  "' 

Property IIIII 

Record  owner,  returns  of  informationlllll         II II 
Redemption  or  cancellation  of  stock 

Rent  paid  shareholders  by  corporation's  lessee" 
Scrip 


115 

lis' 

111 


116 

22 

115 


22 


23 
22,  116 


23 

25 

23 

115 


115 

117 

22 

22 


22 

115 
149 
203 
202 


204 
204 
115 
115 
115 
22 
115 


Interest  on,  deduction IIH 

Shipowners'  mutual  protection  and  indemnity  assol 
ciations 


Source  of,  presumption. 


115 


116 
115, 131 


Article 


115 

ii2 


[ 


[ 


629 
675,  576 
625 
626 
626 
626 

622,  623 
578 

623,  624 

661 
621 
642 
84 
621-629 
623 

333 
781 


763,  781, 

1154 

333 

621 


291 

"621 
626 

623 
^1 

85 
85 
86 

623 
831 
975 
961 

62 
993 
992 
629 
625 
625 

85 

627 
818 
629 
70 
627 
141 


622,  623, 
673 
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Dividends — Continued . 

Sources  within  United  States 

Sources  without  United  States 

Special,  China  Trade  Act  corporations 

Stock,  exemption 

Of  another  corporation 

Sale  between  dividend  dates 

When  taxable  to  recipients 

Withholding  tax  at  source 

Domestic,  defined 

Donations,  corporations,  deduction 

Employees,  deductions 

Drainage  districts,  interest  on  obligations,  exemption. 

Drawings,  depreciation  allowance 

Due  date,  defined 

Dutiss,  customs,  import  and  tariff,  deduction 


M 

Earned  income,  capital  and  personal  services  income- 
producing  factors 

Compensation  treated  as  distribution  of  earnings 

or  profits 

Credit  for 

Allowance  against  tax  on  capital  gain 

Limitation 

Partners 

Definitions 

Limitations 

Period  less  than  12  months 

Sources  without  United  States,  exemption 

Earned  income,  earned  income  deductions,  earned  net 

income,  defined 

Educational  organizations,  exemption 

Effective  date,  Kevenue  Act  of  1928 

Title  I 

Embezzlement,  losses,  when  deductible 

Employee,  defined 

Employees,  constructive  receipt  of  bonus  stock 

Foreign  governments,  exemption  of  compensation. _. 
Property  purchased  from  employer  at  less  than  fair 

market  value 

State,  exemption  of  compensation . 

Employees*  associations,  local,  exemption 

Voluntary  beneficiary,  exemption 

Voluntary  unincorporated,  classification 

Employees'  trusts,  stock-bonus,  pension,  or  profit  shar- 
ing, exemption 

Endowments,  proceeds  of,  how  treated 

Enjoinder,  assessment  or  distraint  or  proceeding  in  court 

for  collection  of  deficiency 

Equipment,  Army  officer,  deduction  of  cost 

Losses,  due  to  scrapping  of 

Estate  taxes,  by  whom  deductible 

Estates,  administration  expenses,  deduction 

Allowance  to  widow,  deduction 

Application  of  tax 

Beneficiary,  taxable  year  different  from  estate 

Capital  gains  or  losses 

Claims  for  credit  or  refund 

Contributions 

Copies  of  income  returns.. 


Section 


119 
119 
261 
115 


701 


31 

31 
31 


31 

185 

31 

31 

47 

22,  116 

81 

103 

716 

65 


103 
103 


165 
22 

272 


23 


161 
164 
168 


162 


Article 


673 

677 

1152 

628 

627 

51 

333,  621 

763 


262 
128 
84 
208 
404 
152 


f 


312 

312 
311,  312 
501 
311 
921 
311,312 
312 


312 
521,  527 


11 
342 
643 
332 
641 

51 
643 
629 


1318 


62,82 


281 
172 
154 

282 
863 
861 


891 

1254 

261,  862 

422 
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Estates — Continued. 

Credits  against  net  income 

Credits  against  tax 

Decedent,  return,  less  than  1 2  months 

Deductions --- 

Disposition  of  property  prior  to  1928,  basis,  gain 

or  loss 

Executor,  liability  for  tax 

Federal,  State,  and  foreign  estate  and  inheritance 

taxes 

Inspection  of  returns 

Net  income,  computation 

Net  losses 

Passage  of  property,  decedent  to  executor,  gain  or 

loss 

Period  of  administration,  deductions 

Period  of  administration  or  settlement 

Proceeds  of  insurance,  exemption 

Request  for  prompt  assessment  of  tax 

Under  Kevenue  Act  of  1926 

Returns 

Period  less  than  12  months 

Tax,  computation  and  payment 

Evasion  of  surtax  by  incorporation 

Evasion  of  taxes,  deficiency,  procedure 

Exchanges,  farm  produce  for  merchandise,  etc.,  gross 

income 

Gain  or  loss  from  {see  also  Gain  or  loss) 

Excise  taxes,  deductions 

Executors,  claims  for  refund 

Liability  for  pajonent  of  tax 

Exempt  corporations  and  associations  (see  also  headings 

for  each  class  of  organizations) 

Lists  kept  by  collectors 

Exemption  certificates.     See  Ownership  certificates. 

Exemptions,  ships  under  foreign  laws 

Expenses,  classification  as  between  capital  and  expense. 

Farmers 

Insurance  companies,  other  than  life  or  mutual 

Nonresident  aliens,  deduction 

When  deductible 

Elxtension  of  time,  filing  returns 

Filing  returns,  effect  as  to  payment  of  tax 

Foreign  organizations ^ — 

Military  and  naval  forces  of  United  States  filing 

returns  when  abroad 

Payment  of  deficiency 

Payment  of  taxes 

Bankruptcy  or  receivership  cases 


F 


Fair  market  value,  defined 

Fairs,  exemption 

Family  expenses,  deductions . 

Farm  loan  associations,  exemption  of  dividends  and 

interest - 

Farm  price  method,  inventories .-_ 

Farmers,  accounting  method,  change  to  inventory  basis _ 

Automobiles,  cost  and  maintenance 

Capital  expenditures 

Compensation  for  live  stock  losses 


Section 


163 
131 


162 

702 
161 


162 
169 


162 


275 
503 


161 
104 


112 


161 
103 


212,  231 


204 
'53" 


272 

56 

274 


24 
22 


Article 


871 
691 
746 
862 


864 

154 
421 
862 


863 

862 

863 

82 

1201 


861 
371 
862 
541-543 
451 

57 

571-580 

152 

1254 

864 

521-532 
521 

1042,  1102 
323 
131 
993 
1051 
342 
402-404 
432 
403 

403 
1173 

432 
1192 


221 

522 
281 

85 
106 
106 
131 
131 
175 


392 
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Farmera — Continued. 

Deductions  on  crop  basis 

Defined III" 

Depreciation IIIII 

Live  stock IIIIIIII 

Property  in  inventory I__I1 

l>evelopment  expenses  prior  to  production 

Expenses 

Farm  operated  for  recreation  or  pleasure,  expenses 

Gross  income,  accrual  basis  and  cash  basis 

Income  from  sources  within  ITnited  States 

Insurance,  proceeds  of,  gross  income 

Inventories 

Option  to  use ^ '__ 

Xiosses ^ 

Crops  destroyed I_II"^ 

Fire,  flood,  frost,  or  storm 

Live  stock,  deduction 

Shrinkage  in  crops 

When  inventory  used '_. 

Personal  expenses,  deduction 

Returns 

Farms,  defined- __ I— I.IIII"II"III"i: 

Operation  for  pleasure  or  recreation, losses  from 

Federal  intermediate  credit  banks,  dividends  and  interest. 

Federal  land  banks,  dividends  and  interest  from 

Exemption 

Federal  officers  and  employees,  compensation,  income.. _ 

Federal  officers,  retired  pay,  gross  income 

Federal  reserve  banks,  dividends,  exemption 

Fees,  architects',  deduction 

Marriage,  gross  income 

Notary  public.  State,  taxability 

Fiduciaries,  application  of  laws  to 

Assumption  of  rights,  duties,  etc.,  of  taxpayer _ 

Claims  against,  assessment I 

Collection 

Interest  on 

Period  of  limitation 

Suspension  of  running  of  statute  of  limitations.  _ 

Claims  for  refund 

Copies  of  income  returns 

Deficiency,  petition  to  Board  and  for  review 

Defined 

Distinguished  from  agents 

Estate  or  trust,  liability  for  tax 

Interest  on  tax  of  estate 

Joint,  returns 

Liability  of,  from  whom  collectible 

Notice  of  liability,  address  for 

Notice  of  relationship . 

'    Of  transferee,  liability 

Ownershi p  certifi  cates ; 

Powers  and  duties  under  Title  I _ 

Returns 

Trusts,  more  than  one 

Suit  to  restrain  enforcement  of  liability 

Financing  corporations,  organized  by  cooperative  associ- 
ation, exemption 

Fire,  losses I.I-IIIII 


Section 


Article 


22 

22 

103 


143 
312 
311 
311 


131 

67 

210 

131 

210 

131 

131 

131 

67 

681 

67 

67,  106 

106 

175 

175 

175 

175 

176 

175 

131 

67 

67 

67 

86 

86 


311 
311 


701 


161 
294 
143 
312 
311 
312 
312 


143 


604 

103 
23 


62 

62 

86 

282 

52 

643 

1241 

1241 

1231,  1241 

1231 

1231 

1231 

1231 

1254 

422 

1231 

1241,  1320 

1321 

864 


1241 

1241 

1241 

1241 

769 

1241 

741-746 

743 


632 
171,  176 


■♦  % 


^ 


^ 


h 


Section 

Article 

Fiscal  year,  defined 

48 

324 
6.^1 

Ended  in  1928,  computation  oftax..!".! 

Net  losses 

654 

Partnership,  how  partners  taxed 

Tax  of  partners,  computation 

551 

Taxes  under  1926  Act,  credit  for.  _    _ 

132 
105 
117 
48 
701 

Years  with  diflFerent  laws 

'551 

664 

Net  loss,  deduction 

Fiscal  year,  taxable  year,  first  taxable  year,  defined  ~ 

Foreign,  defined 

Foreign  central  bank  of  issue,  defined 

672 

Foreign  commerce,  gross  income  from 

51 

Foreign  corporations,  affiliation 

238 
233 
234 
232 
233 

Credits,  allowance 

Credits  against  tax 

Deductions 

679,  1111 

Allowance 

Defined 

1319 
1101 
1 102 

Gross  income 

231 
231 

Ships  under  foreign  flag,  income  from 

Income  from  sources  within  the  United  States  _ 

671 

Insurance  companies.     See  Insurance  companies. 
Interest  on  bank  deposits  in  United  States 

672 

Nonresident,  defined 

I.^IQ 

Returns  of  information,  dividends 

831 

Return  by  agent  for 

235 

Returns,  consolidated 

'""713,"  731 

Required    for    allowance    of    deductions    and 
credits 

233 
235 

141 
236 

Time  for  filing 

403 

714 
1121 

6K.^ 

Subsidiary  of  domestic  corporation,  treatment"  a^" 
domestic  __ 

Tax,  time  of  payment 

Transportation  services,  income  from I 

Withholding  tax  at  source 

144 

761 
692 

691-^98 
695 

Foreign  country,  defined 

Foreign  countries,  taxes  of,  credit  against  tfnited  States" 
tax 

131 

Which  do  or  do  not  aUow  credits  "against  tax"! 

Which  do  or  do  not  exempt  earnings  of  ships  under 
foreign  flags 

1042 

641 

641 
851 
816 
851 
817 

00 

403 

Foreign  governments,  income  from  bank  deposits  in 
United  States,  exemption 

116 

22,  116 

151 

Income  of,  exemption 

Foreign  items,  collection  of 

Defined 

License  for  collection 

Returns  of  information 

148 

Foreign  organizations,  interest.   United  States  obliga- 
tions, exemption 

Returns,  extension  of  time  for  filing 

Forfeitures,  remission  or  mitigation 

709    . 

Forgiveness  of  indebtedness,  gross  income 

64 

Forms: 

53 

w 

1253 

1252-1256 

763-768 

767,  768 

764 

861 

764,768 

764,768 

843 

1000 

1001 

1002 

1010 

1012 

1013 

91514'— 31- 


-2T 
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Forms — Conlaiiued. 
1017 

1027- 

1028 - 


1040  and  1040  A. 


1040  B. 

1040  C- 
1040  E. 
1040  F. 


1041. 

1042. 

1065. 

1078. 
1087. 
1096. 

1099. 


1100- 
1114,. 


1116. 
1117. 
1118. 
1119. 

1120- 


1120  L- 

1126 - 

1127--- 

1127  B-- 

1129— — - 

1130_- - 

T — Timber 

Franchises,  depreciation  deduction 

Fraternal  beneficiary  societies,  exemption 

Fraud,  asseasment  and  collection  of  tax 

Additions  to  tax 

Furniture,  depreciation  deduction 

Future  expenses,  casual  sake  of  realty,  deduction. 

O 


Gain,  sale  of  personal  property  oir  realty,  within  or  with- 
out United  States 

Gain  or  loss,  agency  balances,  insurance  companies  other 

than  life  or  mutual 

Basis,  adjustment  of -. -. 

General -- 

Gifts - - 

Inventory  value- 

Involuntary  convermons 

Partnership  interest  acquired  before  March  1, 
1913 


Section 


103 
276 
293 


23 


119 


111 
113 
113 
113 
113 


Article 


851 
521 
521 
382,  741, 
742,  744 
745,  761, 
1081 
801 
1131 
67 
741,  743, 
746,  746 
768,  815, 
1072 
744,  941, 
942 
/  763,  1023, 
\1024,  1026 
818,  831 
811,  817, 
831 
811,  813, 
817,  831 
841 
580 
761,  1072 
693,  698 
693 
693,  698 
693 
391,  392, 
731,  1015 
1015 
103 
1173 
1173 
1181 
432 
253 
203 
521,  524 
1201 


I 


{ 


202 


676-678 

992 
661 
691-604 
593,  595 
592 
601 

604 
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Gain  or  loss — Continued. 
Basis — Continued. 

Property,  partnership 

Repossessed  after  installment  or  deferred- 
payment  sale 

Transmitted  at  death 

Trust,  revocable 

Property  acquired,  before  March  1, 1913 

Corporation,  reorganization  after  Decem- 
ber 31,  1920 

During  affiliation 

Exchange,  gain  or  loss  previously  recog- 
nized  

Gift  after  December  31,  1920 

Gift  or  transfer  in  trust  on  or  before  De- 
cember 31,  1920 

Reorganization 

Transfer  in  trust  after  December  31, 1920  _ 

Securities  distributed  in  reorganization 

Securities  on  which  distribution  in  reorganiza- 
tion received 

Stock  upon  which  tax-free  distribution  received. 

Tax-free  distributions 

Tax-free  exchanges 

Transfer  to  corporation  controlled  by  transferor. 

Transfers  in  trust 

Wash  sales  of  stock 

Claims  before  March  1,  1913,  payment  of 

Computation,  general " 

Corporation,  capital  assets 

Distribution  of  assets  in  kind  at  liquidation 

Purchase  or  sale  of  bonds,  capital  stock,  or 

treasury  stock 

Disposition  of  property,  determination  of  amount—. 

Estates,  prior  to  1928 

Insurance  companies,  mutual  other  than  life 

Insurance  companies  other  than  life  or  mutual- 

Distribution  of  stock  on  reorganization 

Exchanges,  not  solely  in  kind 

Property  for  other  property  and  money j 

Property  for  property  of  like  kind 

Reorganization 

Solely  in  kind 

Stock  for  stock,  reorganization 

Same  corporation 

Executor,  sale,  property  of  decedent. 
Gifts  acquired  before  March  1,  1913_ 

Installment  obligations,  disposition 


Section 


Article 


113 
113 
113 

113 
113 

113 
113 

113 
113 
113 
113 

113 
115 
113 
113 
113 
113 
113 


111-113 


3.1. 

of.\. 


Installment  sales,  taxation  of 

Insurance  policy,  disposition  of 

Involuntary  conversion  of  projjerty 

Replacement  funds 

Liquidation  distribution 

Partnership,  readj ustment  of  interests 

Distribution  of  assets  in  kind 

Passage  of  property  from  decedent  to  executor 

Purchase  and  retirement  of  bonds  by  corporation. 
Realty  acquired  by  bequest 


22,  111 
702 

""'264' 
112 
112 
112 
112 
112 
112 
112 
112 


44 
111 


112 
112 
115 


113 


{ 


604 

363-355 
596 
696 

691,  696 

699 
603 

597 
693 

595 

698,600 

694 

600 

600 

623,  624 

600 

597-600 

598 

594,595 

602 

91 

561-604 

69 

71 

66 
661 

1661 

992 

575,  576 

573,  575 

673,  575 

572 

674^576 

572 

672 

672 

863 

596 

361,  354, 

366 

661 

91 

579 

680 

626 

604 

604 

863 

68 

596 


DAMAGED  PAGE(S) 


396 


ii&JDI  M^^mJlL 


hi 


Gain  or  loss— Continued. 

Recognition  of,  general 

InBtaUmient  obligations,  disposition  of 

Reorganizations 

Definitions 

Stock  or  securities  distributed,  source  of 

Sale  of  property,  repossessions 

8«Ie  of  vessel  built  before  1914 

Sale  or  exchange  of  property,  basis 

Copyrights 

Good  will 

Obligations,  purchaser  on  deferred  payment 

plan 

Installment 

Patents 

Stock  or  subscription  rights 

Sale  or  other  disposition,  amount  realized 

"Short  sales"  of  securities 

Stock  received  as  stock  dividend 

Stock  upon  which  distribution  from  depletion  re- 
serve received . 

Trmnsfer  in  trust,  made  in  contemplation  of  death.. 

Prior  to  March  1,  1913 

Transfer  to  corporation  controlled  by  transferor 

Gas  districts,  interest  on  obligations  of,  exemption 

General  provisions  of  Act,  application,  special  classes 

of  taxpayers 

Gifts,  basis,  gain  or  loss  from  disposition.     See  Gain  or 
loss. 

Deduction  (see  alao  Contributions) 

Unlimited 

Exclusion  from  gross  income 

Forgiveness  of  indebtedness 

Income  from 

Loss,  deduction  in  case  of 

Nonresident  aliens 

Other  than  money 

Partnerships,  deduction 

Trusts,  1923 

Good  wiU,  depreciation—. _ 

Gain  or  loss  from  sale  or  exchange 

Obsolescence 

Government  contracts,  cancellation,  gross  income 

Gross  income,  appreciation  in  value  <rf  property 

China  Trade  Act  corporatij 

Citizens  of   United   Stal^^^^H^  from  United 

States  possessions ^^^^^^"   "^ 

Constructive  receipt 

Corporation  in  liquidation. 

Corporations,  domestic,  income  from  United  States 

possessions ' 

Defined 

Deductions  from,  general... 


Exclusions... 

Farmers 

Foreign  corporations.. 

InclusicHis 

Insurance  companies, 
panics. 

Mutual,  other  than  life. 


See  also  Insurance  corn- 


Section 


111,  112 


112 
112 


707 
113 


44 


111 


112 


23 

120 

22 


22 
2i3 


183 

706 


261 


251 
22 
23 

22,116 


231 
22 


202,  207 
208 


Article 


661-580 
355 

674,  575 
577 
578 

363,  354 


691-604 
69 
60 

354 
355 
59 
68,600 
661 
661 
628 

626 
595 
695 
671 
84 


261 

261 

83 

64 

83 

171 

1061 

261 

901 


{ 


203 
60 
203 
331 
322 
1161 

1131 

332,  333 

71 

1131 

41,61 

121-271 

81-91, 

641-643 

67 

1101 

61-71 


061 
1001 


4* 
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Gross  income — Continued. 

Insurance  companies — Continued. 
Mutual  marine 

Other  than  life  or  mutual 


Items  of,  when  included. 


Items  other  than  cash 

Manufacturing,  merchandising,  or  mining  business.. 

Nonresident  aliens 

Sources  within  or  without  United  States  (see  also 
Income  from  sources  within  and  without  United 

States) 

Gross  sales  within  the  United  States,  defined 

Ground  rents,  deduction 

Guardian,  fiduciary  for  incompetent 

Return 

Income  of  minor 


Section 


208 
204,  207 

42 


Article 


{ 


H 

Hail,  cyclone  or  casualty  insurance  companies,  mutual, 

farmers' ,  exemption 

Harbor  districts,  interest  on  obligations  of 

Hawaii,  compensation  of  teachers 

Head  of  family,  defined IIIIII 

Personal  exemption ; '__ 

Head  tax,  payment  by  alien,  effect  on  status__"IIII" 
Hearings,  deficiency  in  case  of  bankruptcy  and  re- 
ceivership   

Protests,  tax  determination 

Holding  companies,  dividends  of  subsidiary  guaranteed 

Evasion  of  surtax,  prima  facie  evidence 

Exemption 

Home  office  properties,  life  insurance  companies 

Horticultiu-al  organization,  exemption 

Hospitals,  exemption,  claim  for 

Hotel  expenses,  deduction 

Husband  and  wife,  personal  exemption 

Returns 


212 


119 


1001 

992 

321,  322, 

331-335 

321 

65 

1041 


671-684 
682 
141 
1320 
742 
383 


103 


116 


25 


Identity  of  income,  loss  of  when  distributed  by  corpora- 
tion    _ 


Immigration  laws,  effect  on  status  of  alien. __. 

Import  duties,  deduction i-.^.t 1 

Improvements,  deduction  of  cost ... "". 

Improvements  and  betterments,  insurance  iDompanies... 
Improvements  by  lessee,  deduction 

Depreciation IIII! 

Income  to  lessor '_''[ 

Includes  and  including,  defined II" 

Income,  accrued  before  March  1,  1913 IIIIIIIIII! 

Defined 

Earned.     See  Earned  income. 

Identity,  loss  of 

Taxable  year,  not  includable  in  other  years 

Income  from  sources  partly  within  and  partly  without 
United  States,  computation 

Sale  of  personal  property 

Transportation  services 


103 
103 
203 
103 


25 
51 


24 
203 


701 


119 
119 
119 


84 


292 

291,  292 

1023 

1192 
451 
282 
541-543 
521 
976 
522 
521 
122 
291 
381 


621 

1022 
152 
282 
974 
130 
130 
63 


91 
41,  61 

621 
342 

684 
682 
683 
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Income  from  sources  within  or  without  United  States, 

deductions,  apportionment 

Sale  of  personal  property 

Income  from  sources  within  possessions  of  United  States. 

Corporations,  affiliation ,«  «. 

Credits  against  income 

Deductions,  allowance 

Returns 

Deductions  from  amounts  received  in  United  States. 

Gross  income,  amount  received  in  United  States 

General  rule - 

Income  from  sources   within   United   States,  bankers' 

acceptances,  foreign  central  bank  of  issue 

Compensation,  personal  services 

Deductions,  allocation 

Dividends 

Exceptions,  information  required  in  return 

Farms,  mines,  oil  or  gas  wells,  and  timber 

Foreign  governments,  officers  and  employees 

Gain,  sale  of  real  estate 

Interest 

Rentals  and  royalties 

Income  from  sources  without  United  States,  compensa- 
tion, personal  services 

Dividends 

Gain,  sale  of  real  property 

Interest 

Rentals  and  royalties 

Income  not  reduced  to  possession,  when  reported 

Indebtedness,  acquisition  tax-exempt  securities,  deduc- 
tion of  interest 

Forgiveness  of,  effect 

Interest  on,  deduction 

Individuals,  copies  of  income  retiMms 

Credits.    See  also  Credits. 

Against  net  income.. 

Against  tax 

Inspection  of  returns 

Losses,  deduction 

Nonresident  aliens 

Returns 

Surtax 

Tax.  normal . 

I]ifonnationatsource(««e<>2«>Withholdmgtaxat;ource). 

Actual  owner  of  income 

Brok  ers 

Cases  where  retm-ns  not  required 

Corporations,  nonresident  foreign 

Employees,  pajTnents  to „ 

Foreign  items 

Income,  items  to  be  reported 

Interest,  corporate  bonds,  ownership  certificates 

Marital  status  payee  unknown 

Married  person,  payments  to 

Name  and  address  of  recipient 

Nonresident  aliens 

Obligations  of  United  States 

Ownership  certificates 

Partnerships,  nonresident 

Payments  of  $1,500  or  more - 

Payments  regardless  of  amount 1 

Real  estate  agents 


Section 


119 

119 

251 

251- 

251 

251 

251 

261" 
251 

119 
119 
119 
119 


116 
119 
119 
119 

119 
119 
119 
119 
119 


23 
33  i 


25 

131 


23 
211-218 
51 
12 
11 
148 


150 


148 
148 


148 


148 
148 


Article 


680 

678 

1131-1134 


1133 
1134 
1134 
1132 
1132 
1131 

071 

674 
680,  681 
673 
672 
681 
641 
676 
672 
075 

err 

677 

677 
677 
677 
332 

141 

64 

141 

422 

291-205 

691-698 

421 

171 

1021-1091 

381-385 
21,22 
11,12 

811-818 
8^18 

813,841 
813 
815 
812 
817 

811-818 
814 
813 

813,  817 
811 
.  815 
813 
814 
815 
811 


813 
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Information  at  source — Continued. 

Record  owner,  dividends 

Returns 

United  States,  pa3Tnents  by 

Withholding  agents 

Inheritance  taxes,  by  whom  deductible 

Initial  payments,  defined 

Injuries,  employees,  compensation,  deduction 

Injuries  or  sickness,  compensation,  exclusion  from  in- 
come  

Insolvency,  procedure  for  collection  of  tax 

Inspection  of  returns 

Access  to,  defined 

Capital  stock  tax  returns 

Corporations 

Dissolved 

Department  of  Justice 

Disclosure  of  information,  penalties 

Estates 

Examination,  defined 

Executive  departments  of  United  States  Government- 
Executive  order  governing 

Heirs  or  next  of  kin  of  decedent 

Husband  and  wife 

Individuals 

Partnerships 

Provisions  of  law  affecting 

Regulations  approved  by  President 

Shareholder  of  corporation 

State  officers 

Treasury  Department  officers  and  employees 

Trusts 

Use  in  legal  proceedings 

Where  made ^__ 

Installment  basis  of  accounting,  change  of  basis 

Commissions,  how  treated 

Dealers  in  personal  property 

Expenses,  deduction 

Initial  payments,  what  included 

Installment  obligations,  disposition,  gain  or  loss 

Limitation  on  use 

Records  to  be  maintained 

Repossessions,  how  treated 

Sales  of  property,  casual 

Sales  of  realty./ 

Year  1924  or  prior  years,  t&x  adjustment  when 

change  made 

Installment  obligations,  gain  or  loss  upon  disposition-.. 
Installment  sales,  personal  property,  gross  income 

Real  estate,  gross  income 

Repossessions 

Taxation  of  gain 

Insurance,  accident  or  health,  proceeds  of 

Allotments  under  War  Risk  Insurance  Act.  _ 

Personal  injuries  or  illness,  proceeds  of 

Premiums,  fire,  theft,  etc 

Group  life  insurance 

Life,  deduction 

Lives  of  corporate  officers  or  employees- 
Return  of,  gross  income . 

Proceeds  of,  exemption 

Farmers 

Life  of  corporate  officer  or  employee 


Section 


148 


23 

44 


22 

274 
55 


55 


44 


44 


44 
44 
44 


44 
44 

705 
44 

44 
44 


111 
22 
22 
22 


24 
24 


22 


Article 


818 
811-818 
813 
815 
154 
352 
129 

82 
1191,  1192 

421-425 
421 

421,  424 
421 
421 
422 

421,  425 
421 
421 
421 
421 
421 
421 
421 
421 
421 
421 
424 
423 
421 
421 
421 
421 

322,  351 
352 
351 
351 
352 

351,  355 
351 
351 
351 
351 

352-354 


351,  355 

351 

352-354 

353,  354 

561 

82 

82 

82 

121 

53 

281,  283 

283 

62 

82 

57 

283 


iBtiliF^F 
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Insurance  companies,  capital  gains  and  losses. 

Casualty,  losses 

Reserves,  additions  to 

Credits  against  tax 

Defined 

Fire,  reserves 

Gross  income 


Interinsurers,  deductions,  special 

life,  deductions 

Definitions 

Depreciation 

Dividends 

Foreign 

Gross  income 

Home  office  properties,  rental  value 

Interest,  deduction ^ 

Tax  free 

Investment  expenses 

Net  income 

Real  estate  expenses 

Rental  value  of  space  occupied  in  building 

Reserve  for  dividends 

Reserve  funds 

Specific  exemption 

Taxes,  local  benefits-. 

Paid  for  shareholders 

Rates 

Mutual,  deductions,  special 

Dividends,  treatment  by  recipient.  >- 

Marine,  gross  income 

Deductions 

Other  than  life,  applicatioa  of  title 

Deductions.. 

Gain  or  loss,  dii^>osition  of  property 

Gross  income 

Reserves,  additions  to 

Net  losses 

Other  than  life  or  mutual 

Agency  balances,  gain  or  loss  from 

Bad  debts 

Deductions 

Double 

Definitions 

Depreciation 

Dividends 

Expenses 

Foreign,  deductions 

Gain  or  loss,  dispositioQ  of  property 

Gross  income 

Interest 

Investment  and  underwriting  income 

Items  not  deductible 

Losses 

Net  income 

Prenuum  income 

Specific  credit - 

Tax,  rates 

Taxable  year 

Taxes . 

Penalties _ 

Returns 

Consolidated,  1929  and  subsequent  years 


Section 


206 


{ 


202,  204, 
207,  208 
208 
203 
201-203 
203 
203 
203 
202,  207 
203 
203 
203 
203 
203 
203 
203 
203 
203 
203 
203 
203 
201 
208 


208 
208 
208 
208 


208 
208 
205 
204 


204 
204 
204 
204 
204 
204 
204 
204 
204 
204,207 
204 
204 


204 
204 
204 
204 
204 


204 


141 


Article 


951,  991 
1012 
1012 


1318 

1012 

961,  992, 

1001 

1014 

971-976 

961-976 

975 

975 

977 

961 

976 

975 

971 

973 
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974 

961,  976 

972 

971 

975 

974 

974 

951 

1014 

62 

1001 

1013 

1001 

1011 

1001 

1001 

1012 

951,  991 

991-993 

992 


«'f 


993 


992 

992 


992 
993 
993 
991 
992 
993 
991 
991 
993 
951,  991 
713,  1015 
711 


Insurance  companies — Continued. 

Taxes,  assessment  and  collection 

Underwriters,  reciprocal,  deductions,  special 

Insurance  fund.  State  workmen's,  exemption  of  income.  _ 

Intangible  property,  depreciation  allowance 

Interest,  accrued,  bad  debts 

Accrued  before  March  1,  1913 

Bank  deposits,  when  income 

Bankruptcy  and  receivership  cases 

Bonds  of  corporation,  information  at  source 

Tax-free  covenant,  withholding  tax  at  source 

Building  and  loan  associations,  exemption 

Claims  against  transferees  and  fiduciaries 

Constructive  receipt 

Credits  or  refunds 

Deduction 


Deficiency 

Extension  for  payment 

Jeopardy  assessment 

Bond  filed 

Nonpayment 

Deposits,  banks  and  trust  companies 

Dividends,  scrip,  deduction 

Effect  on  net  loss 

Estates,  period  held  by  fiduciary 

Farm  loan  bonds,  exemption 

Federal   intermediate   credit   bank   or   land   bank 

obligations,  exemption 

Gross  income 

Indebtedness  to  acquire  tax-exempt  securities 

Insurance  companies,     see  Insurance  companies. 

Jeopardy  assessment  of  tax,  assessment 

Judgments 

Liberty  bonds,  taxability 

Mortgage,  deduction 

National  farm  loan  association,  taxability 

Nonresident  aliens,  deduction 

Obligations  of  State  or  subdivision,  exemption 

Obligations  of  United  States,  credit  against  net  in- 
come, corporation 

Credit  against  net  income,  individuals 

Exemption 

Obligations  of  United  States  possessions,  exemption. 

Overpayments 

Ownership  certificates.     See  Ownership  certificates. 

Proceeds  of  insurance,  gross  income 

Promissory  notes  secured  by  mortgages  to  Federal 

land  banks . 

Receiverships,  claims  against 

Shipowners  mutual  protection  and  indemnity  asso- 
ciations   

Sources  within  United  States I. .Ill 

Sources  without  United  States 11" 

Tax  on  return,  extension  for  payment 

Failure  to  pay ~_ 

Tax  or  deficiency,"  taxable  year  closed  by  Commis- 
sioner  

Tax  free,  deduction,  life  insurance  companies 

Reporting  in  return 

Treasury  certificates  of  indebtedness,  exemption. Ill 
Treasury  savings  certificates,  exemption 


Section 


208 


274,  298 

148 

144 

22 


614,  615 
23 

292,  294, 
296 
296 

273,  294, 
297 
294 
294 


117 

294,  297 

22 

22 
22 
23 

297 

615 


22 


22 

26 
25 
22 
22 
614 

22 

22 

298 

116 
119 
119 
295 
294 

147 

203 

22 


Article 


951,  991 

1014 

642 

203 

193 

91 

333 

1192,  1231 

814 

761 


1231 
333 


141 


1173 

1181 


141 
141 
651 


80 

85 

141 


87,  89,  90 

141 

85 

1051 

84 

301 

291 

87-90 

87 


82 


672 

677 

403,432 


•I 


801 

971 

81 

87 

88 


Iff 


402 


IHDEX 


Inter! nsurers,  deductions _.. 

Exemption 

Intestacy,  property  acquired  by,  gain  or  loss  from  sale- . 

Inventories 

Bases  not  allowable 

Basis,  option  to  adopt 

Book  and  physical 

Change  of  basis,  application  for 

Cost  basis 

Dealers  in  securities _ .__. 

Depreciation,  deduction 

Discounts,  treatment  ia  computing  cost 

Farm  price  method 

Farmers 

Change  of  basis,  adjustments  for  prior  years _. 

Option  to  use 

Live  stock  raisers 

Loss  of  useful  value 

Manufacturers 

Market  basis 

Merchandise  business,  use  of^ 

Miners-.. _. 

Necessity  for 

Property  included  in,  gain  or  loss  ^^ooi  aaie. 

Records  of 

Betail  merchants 

Use  in  accrual  method  of  aceounting 

Valuation ,  bases 

What  included 

Investment  company,  evasion  of  surtax,  prima  facie  evi- 
dence  

Investment  expenses,  insurance  companies,  life 

Investment  income,  insurance  companies,  mutual,  other 

than  life 

Insurance  companies,  other  than  life  or  mutu^ 

Involuntary  conversion  of  property,  property  acquired 

by,  gain  or  loss  from  sale 

Replacement  fund 

Iowa  drainage  asses^nents,  deduction 

Irrigation  districts,  taxability  of  interest  on  obligations  of  .. 

Irrigation  or  ditch  companies,  mutual,  exemption 


Section 


208 

103 

113 

22 


Article 


1014 


Jeopardy   assessment.     She  Assessment   of  tax;  Defi- 
eiency. 

Joint  Committee  on  Internal  Revenue  Taxation,  credits 
or  refunds  referred  to 

Joint  owners,  ownership  certificate^ 

Joint  ownership,  distinguisiied  from  partnership 

Oil  lands,  classification 

Joint-stock  companies,  classification 

Distinguished  from  partnership 

Joint-stock   land  banks,   first  mortgages,  exemption. _. 

Judgments,  against  collectors,  claims  for  refund 

Against  United  States,  claims  for  refund ^ 

Income  from,  when  reported 

Interest  on 

When  deductible 


22 
113 


109 
208 


204 

112,  113 
112 


103 


710 


615 


596 

101-108 
102 
102 
102 
102 

102,  103 
105 
202 
103 
106 
67,  106 
106 
106 
106 
173 
107 

102,  104 

323,  411 
107 

101,  323 
592 

102,411 
108 
322 
102 

101,  106 

542 
973 

1001 
992 

579,  601 

580 

153 

84 

531 


769 
1317 
1317 
1312 
1313 
85 
1255 
1256 

331 


342 


4 


V 
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Labor  organizations,  exemption 

Land,  depreciation 

Land  banks.  Federal,  dividends  and  interest  from 

Laws,  application  to  fiduciaries 

Application  to  Title  I 

Leasehold,  cost  of,  deduction 

Premature  termination,  appreciation,  income  from. 

Rentals  paid  to  lessor  corporation's  shareholders 

Leases,  depletion.     See  Depletion. 
Depreciation.     See  Depreciation. 
Improvements  by  lessee 


Lessee  and  lessor,  depletion. 


•    Oil  and  gas  properties,  depreciation  of  improvements- 
Timber  properties,  depletion  and  depreciation 

Legacy  taxes,  by  whom  deductible 

Lessee,  improvements  by,  deduction 

Levee  districts,  interest  on  obligations  of 

Liberty  bonds,  interest,  exemption 

Interest,  exemption,  partnerships  and  trusts 

License,  collection  of  foreign  items 

Depreciation  deduction 

Liens,  release  of.  Revised  Statutes  amended 

Life  insurance,  premiums,  deduction 

Life  insurance  associations,  benevolent,  exemption 

Life  insurance  companies.     See  Insurance  companies. 
Life  or  terminable  interests,  depletion  and  depreciation. 

Life  tenant,  depletion,  depreciation,  and  obsolescence 

Light  districts,  interest  on  obligations  of,  exemption 

Like  kind,  defined 

Limitation  period,  abatement  claim,  effect  of 

Assessment  of  tax 

Corporation,  income  reported  by  shareholders. _ 

Decedent,  in  case  of  transferred  assets 

Failure  to  file  return 

Fiduciaries,  claims  against 

Fraud 

Request  for 


Section 


Article 


103 


143 
61 


23 


{ 


Suspension  of  running. 


Affiliated  corporations,  1926  Act. 

Revenue  Act  of  1926 

Transferees,  claims  against 

Waiver  of 

Bankruptcy,  claims  unpaid,  collection 

Collection  of  tax,  after  assessment 

Fraud  or  failure  to  file  return 


Suspension  of  running 

Affiliated  corporations,  1926  Act 

Revenue  Act  of  1926 

Credits  or  refunds 

Expiration,  effect  against  taxpayer 

Effect  against  United  States 

Petitions  to  Board 

Proceeding  in  court  without  assessment  when  re- 
quest for  prompt  assessment 


23 


22 

isi 


613 

24 

103 

24 
23 


{ 


{ 


611 

275,  277 

275 

311 

276 

311 

276 

275 

141,  142, 

277 

501 

504,  505 

311 

275 

274 

276 

276 

141,  142, 

277 

501 

504,  505 

322,  608 

608 

607 

272 

275 


} 


} 


522 

202 

85 

1241 

130 
63 
70 


63 

221,  223, 

224 

245 

247,  248 

154 

130 

84 

87,  89,  90 

89 

851 

203 

'281,283 
521,  531 

284 

201,  221 

84 

572 

i26i 

1201 
1231 
1201 
1231 
1201 
1201 

731,  1201 


1231 
1201 
1192 
1202 
1202 

731,  1202 


1267 


1171 
1202 


AhjM  AJJwiJ% 


Limitation  period — Continued. 

Receiverships,  claims  unpaid,  collection 

Suit,  recovery  of  erroneous  refund 

Suspension  by  agreement  pending  Board  or  court 

decision,  credit  or  refund 

Suspension  of  running^  petition  on  docket  of  Board. 
Distraint 


Revenue  Act  of  1926. 


Transferee  or  fiduciary  of  deceased  person  or  dis- 
solved corporation 

Waiver  after  expiration,  1926  Act  amended 

Liquidation  dividend.     See  Dividends;  Distributions. 

Literary  organizations,  exemption 

Live  stock,  cost  and  maintenance,  how  treated 

Depreciation  allowances 

Inventories 

Losses,  deduction 

Profit  from  sale,  gross  income 

Living  expenses,,  deduction 

Lobbying  expenses,  deduction 

Local  benefits,  deduction  of  assessments 

Deduction  of  assessments,  insurance  companies,  life. 

Lodges,  exemption 

Lodging  expenses,  deduction 

Long-term  contracts 

Loss  of  useful  value.     See  Losses. 

Losses,  abandonment  of  property 

Assessment  paid  by  shareholder  of  bank 

Automobile,  damage  to 


Basis  for  determining 

Capital.     See  Capital  gains  and  losses. 

Casualty,  deduction 

Citizens  of  United  States  with  income  from  United 

States  possessions 

Coiporations 

Deduction 4. 

Disposition    of   property,   adjustment   for   amor- 
tization, depletion,  depreciation,  and  obsolescence- 
Embezzlement  or  theft,  when  deductible 

Exchange  of  property 

Farm  operated  for  recreation  or  pleasure 

Farmers 

Fire  or  flood 

Gifts 


Improvements  by  lessee^  destruction  of,  basis  for. 

Individuals 

Insurance  companies.    See  Insurance  companies. 
Loss  of  useful  value 1 

Patents 

Net  losses.    See  Net  losses. 

Nonresident  aliens 

Property  tran^ried  by  death 

Reduction  by  insurance  or  salvage 

Residence,  personal,  sale  of 

Pfersonal,  sale  after  use  for  business 

Sale  and  repurchase  of  securities 

Basis  for 

Sale  of  stock,  bonds,  or  assets  by  cornoration 

Sale  or  exchange  of  property,  determination 

Shipwreck 


Section. 


{ 


274 
610 

608 
277 
277 
601,  504, 
505 

311 

506 

103 


Article. 


1192 


24 


23 
203 

103 


23,113 


23 


23 
23 

111 


112 


23 


23 


213 


23 


118 
113 


111 
23 


1201,  1202 
1202 


} 


1231 


{ 


627 
131 
tlO 
106 
175 
67 
281 
262 

151,  153 
974 

621,  524 
122 
334 

173 

282 

in 

171, 
691-604 

171 

1133 

171 

171-176 

171,  561 
342 

571-580 
175 
175 

171,  175 

171 

63 

171 

173 
207 

1061 
171 
171 
171 
171 
661 
602 
176 
661 
171 


/ 
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Losses — Continued. 

Stocks,  worthless 

Storm 

Theft - — . 

Trade  or  business 

Transaction  entered  into  for  profit 

Treatment  in  computing  gross  income 

Voluntary  removal  or  demolition  of  buildings. 

Wash  sales  of  securities 

When  deductible 

Lots,  sale  of  land  in,  gross  income 


Section 


Article 


M 

Machinery,  depreciation  allowances,  farmers 

Losses,  scrapping  of 

Manufacturers,  inventories 

Manufacturing  business,  gross  income  from 

Market,  defined 

Marriage  settlement,  exemption  of 

Maryland  ground  rents,  deduction 

Massachusetts  credit  unions,  exemption 

Masses,  compensation  for,  gross  income 

Materials  used,  deduction  of  cost 

Meals,  deduction  of  cost 

Mechanic  arts,  exemption  of  compensation  of  employees 

of  colleges 

Merchandise  business,  gross  income  from 

Inventories,  use  of 

Records,  requirement 

Methods  of  accounting.     See  Accounting  methods. 
Military  and  naval  forces  of  United  States,  compensation. 

Defined 

Extension  of  time  for  return  when  on  duty  abroad 

Pensions,  e.xemption 

Salaries  paid  to  employees  in 

Mineral  deposit,  mineral  property,  minerals,  defined 

Mineral  properties,  depletion  and  depreciation,  informa- 
tion in  return 

Useful  life,  estimate  of 

Value,  determination  of 

Minerals,  bodies  of,  depreciation 

Mines,  depletion 


Depletion,  discovery  value 

Capital  additions  and  expense  items 

Capital  recoverable 

Computation  of  deduction 

M  ineral  content,  determination 

Revaluation  of  mineral  deposits 

Depreciation,  capital  additions  and  expense  charges.. 
Capital  recoverable 

Lessors  and  lessees »  «« & 

Improvements 

Expense  items,  depletion  and  depreciation  in  relation 
to 


Income  from  sources  within  United  States. 

Inventories 

Obsolescence,  improvements 

Value,  determination  of_.. 


23 
23 
23 
23 


113,  118 


701 


22 


23 
114 


{ 
{ 


23 


{ 


174 

171, 175 

171 

171 

171 

55 

172 

602,  661 

342 

61 


210 
172 
107 

55 
104 

83 
141 
525 

52 
123 
122 

643 

55 

323 

411 

5Si 

403 

82 

129 

221 

238,239 

244 

226 

202 

221-242 

221,  240, 

611 

242 

221-226, 

228,  229 

231 

229 

228 

242 

244 

221,  223- 

226 

221,  244 

244 
681 
107 
244 
226 


406 


htdex 


Mines  and  oil  or  gas  wells,  surtax,  sale  where  discovery 

value 

Ministers,  foreign  governments,  exemptioaof  income 

Ministers  of  the  gospel,  rental  value  of  dwelling,  ex- 
clusion from  income 

Minors,  allowance  to,  deduction 

Earnings,  inclusion  in  return  of  parent 

Emancipation  of 

Returns 

Models,  depreciation  allowance 

Mortgages,  uncollectible,  deficiency  bad  debts 

Motor  boat,  defined,  Act  of  September  21,  1922 

Mutual  insurance  companies.     See  Insurance  companies. 
Mutual  savings  banks,  exemption 


M 


intereflit, 


National  farm  loan  associations,  dividends 

taxability 

Exemption 

Natural  deposits,  depletion 

Negligence,  deficiency  due  to,  additions  to  tax 

Net  income,  accounting  methods 

Accounting  periods 

Computation,  no^  accounting  period,  no  books 

General  rule 

When  aecGunting  period  changed 

When  income  from  sources  partly  within  azid 

without  Unit-ed  States 

Corporations  and  individuals  generally 

Credits  against.     See  Credits. 

Defined 

Estates,  computation 

Insurance  companies.    See  Insurance  oompaniea. 

Installment  basis 

Partnership,  computation 

Returns,  consolidated,  computation,  1928 

Sources  within  and  without  United  States 

Trusts,  computation 

Net  income  of  the  taxpayer  (cMnputed  withcwt  allow- 
ance for  depletion),  defined 

Net  losses 

Capital  net  gain  or  loss,  eflFect  of 

Claim  for,  how  to  be  made 

Computation 

Deduction  of 

Deductions  allowable  in  computing 

Defined 

Estates , 

Fiscal  year  ended  in  1928 

Fiscal  years 

Insurance  companies 

Partners,  share  of  partnership  loss 

Prior  year,  effect  on  net  loss  taxable  year 

Taxable  years  1926  and  1927 

Trusts 

Nonbusiness  deductions,  effect  on  net  loss 

Nonresident  alien  beneficiary,  returns  for _ 

Nonresident  aliens,  Canada  and  Mexico,  credits  and 

lower  rates  of  tax,  how  procured 

Capital  gains  and  losses - 

Contributions 


Section 


102 
22,  116 


708 
103 


103 
23 

293 
41 
41 
41 
41 
46 


21 


21 

,104,206 
162 

44 

183 


119 
162 


117 
117 


117 
23,117 
117 
117 
169 


117 
206 
187 
117 
117 
169 
117 


215 
213 


Article 


611 
641 


281 
383 
383 
383,  742 
208 
193 


623 


80 

221-246 


321-323 
321,  324 

322 
321-324 

361 

684 
41 

41,643 
862 

351-365 
901 
734 
680 
862 

221 
661-666 
661,  663 

652 
661,  666 


661 
661 


664 

654 
951,  991 

902 
661,  654 

654 


661 
745 

1071,  1072 

501 

1051 


I  - 
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Nonresident  aliens — Continued. 

Credits  against  net  income,  allowance 

Personal  exemption 

Credits  against  tax 

Deductions,  general  rule»_. 

Allowance 

Definition 

Employees,  Canada  or  Mexico,  credit  for  depend- 
ents, allowance 

Personal  exemption,  allowance 

Filipino  shareholder  of  China  Trade  Act  corporation. 

Gifts,  deduction 

Gross  income 

Ships  under  foreign  flag,  exemption  of  income.  _ 

Income,  sources  within  United  States 

Interest  on  bank  deposits  in  United  States 

Losses 

Returns 

Required  for  allowance  of  deductions  and  credits- 
Time  for  filing 

Surtax 

Tax,  payment,  time  of 

Normal,  in  lieu  of  tax  under  section  11 

Rate 

Residents  of  contiguous  countries 

Tax  withheld,  credits  or  refunds 

Withholding  tax  at  source 

Normal  tax,  imposition  and  rates 

Notaries  public.  State,  taxability  of  fees 

Notes,  comp)ensation  paid  in,  gross  income 


Section 


Article 


215 
214 
216 
213 
215 


212 
212 
119 


23,  213 
217 
215 
217 


218 
211 
211 
211 
144 
144 
11,211 


Notice  and  demand,  collector,  payment  of  tax. 


O 

Obligations  of  State,  Territory,  or  subdivision,  exemp- 
tion of  interest 

Interest,  reporting  in  returns 

Ownership  certificates 

Obligations  of  United  States  or  possessions,  information 

at  source 

Interest,  credit  against  net  income,  corporations 

Credit  against  net  income,  individuals 

Exemption 

Foreign  organizations 

Nonresident  aliens 

Ownership  certificates 

Obsolescence,  adjustment  when  gain  or  loss,  disposition 

of  property 

Allowance,  necessity  for 

Basis,  general  rule 


Deduction  for. 


Good  will 

Life  tenant  and  remainderman 

Repossessions,  installment  and  deferred  payment 
sales,  adj  ustment 

Trustee  and  beneficiary 

Officer,  defined 

Officers,  foreign  governments,  exemption  of  income 

State,  exemption  of  compensation 


{ 


56, 
272-274 


22 

22 


148 
26 
25 
22 


111 


23,  114 
23 


23 
23' 


1071 
1061,  1072 

~679,'i05i 
1071 
1022 

1071,  1072 

1071,  1072 

1154 

1051 

1041 

1042 

671 

672 

171,  1051 

745,  1081 

1071 

1081 

21,  1021 

1091 

1021 

1021 

764 

761 

11, 12, 1021 

643 

54 

f  431,  1172, 
1181, 
1192, 
1241 


84 

81 

765 

813 

301 

291 

87-90 

90 

90 

765 

151,  661 
202 

206,  611 

201-203, 

206 

203 

201 

363,  354 
201 
643 
641 
643 


{ 


408 


IHBEX 


REGULATIONS    74 


4\l«f 


Officers  and  employees,  foreign  consulates,  exemption  of 

income -- 

Internal  revenue,  details  to  Washington 

Oil  and  gas  properties,  depletion _ 


Depletion,  based  on  income. 


Capital  additions  and  expense  items. 

Capital  recoverable. 

Computation,  gas  projierties 


Oil  properties. 


Definitions  of  terms  used 

Gas  wells,  pressure  records 

Oil,  determination  of  quantity 

Oil  or  gas  in  ground,  quantity  uncertain 

Percentage,  capital  recoverable 

Years  before  1916 

Depletion  reserve,  discovery  value,  gain  from  dis- 
tribution  - 

Depreciation 

Capital  additions  and  expense  items 


Capital  recoverable 

Improvements--- 

Years  before  1915 

Expenses  incidental,  option  to  charge  to  capital  or 

expense 

Gain  from  sale,  surtax 

Income  from  sources  within  United  States 

Value,  determination  of 

Of  a  purely  local  character,  defined 

Operating  profit,  defined 

Operating  under  lodge  system,  defined 

Orchards,  development  cost,  deduction 

Ordinary  net  income,  defined 

Organization  expenses,  corporation^  deduction 

Owassessments,  adjustment  of 

Discovered  by  collector 

Procedure  if  paid 

Duplicate  assessments 

Ov^lapping  deductions,  when  to  be  taken 

Overpayments   of  tax,  amounts  paid   after  limitation 

period 

Collection  stayed  by  abatement  claim 

Credits  against  tax  adjusted 

Credits  or  refunds  of  {see  also  Credits  or  refunds) 

Limitation  on  allowance  and  amount 

Petition  to  Board,  effect 

Found  by  Board . 

1926  Act  amended 1 

iBiterest 

Tax  withheld  at  source 

Ownership  certMcates,  eitizeus  aiid  residentaof  United 

Stat€»,  exemption  from  withholding 

Citizens  and  residents  of  United  States,  form  to  be 

used ^— ! 

Fiduciaries - 

Interest,  bonds 

Bonds,  registered 

Obligations  of  individual  or  partnership 

Obligations  of  State,  Territory,  or  subdivisions - 


Section 


712 
23 

114 


102 


101 


607 
611 
1.31 
321,322 
322 
322 
322 
607 
614 
144 

144 


Article 


{ 


641 

"221-246 

234,  236, 

241,611 

243 

221-225 

232-235 

234,  235, 

241 

221 

233 

230 

234 

222-224 

246 

626 
245 
243 

221-225, 
227 

221,  245 
246 

243 

611 

681 

227 

631 

221 

624 

131 

601 

282 

1252 

1253 

1263 

1253 

342 


694 

1261-1257 

1267 

1257 

1267 


764 

763 

766 
769 
765 
766 
765 
765 


^^^ 


Ownership  certificates — Continued. 
Interest — Contiaued. 

Obligations  of  United  States  or  possessions 

Securities  under  Federal  Farm  Loan  Act 

Joint  owners 

Nonresident   aliens,,  nonresident   foreign   corpora- 
tions, and  unknown  owners 

Returns  of  information  treated  as 


Section 


Article 


> 


I* 


i..i 


Paid,  defined 

Paid  or  incurred,  paid  or  accrued,  defined 

Partners,  capital  gains  and  losses  of  partnership 

Credits  against  net  income,  dividends  and  interest 

of  partnership 

Shares  of  partnership  net  income 

Taxable  year  different  from  partnership 

Partnership  association,  Michigan,  classification 

Partnerships,  accounting  period  changed,  returns 

Application  of  tax 

Capital  gains  and  losses,  treatment  by  partners 

Compensation  for  personal  services,  deduction 

Defined 

Distinguished  from  association 

Distinguished  from  joint  ownership 

Distinguished  from  joint-stock  companies 

Domestic,  defined 

Earned  income,  credit  to  partners 

Fiscal  year  ended  in  1928,  tax  of  partners ^_. 

Tax  of  partners,  computation 

Foreign ,  defined 

Information  at  source,  compensation  to  partners 

Inspection  of  returns 

Liberty  bond  exemption* 

Limited,  distinguished  from  corporation 

Distributions  to  partners,  how  treated 

Illinois,  Michigan,  and  Pennsylvania,  classifi- 
cation  

Presumption  as  to  classification 

Net  income,  computation 

Net  losses,  deduction  by  partners 

Noaresident,  defined 

Withholding  tax  at  source 

Readjustment  of  interests,  gain  or  loss  of  partners.. 

Reorganization,  informatioa  in  return 

Resident,  defined 

Residents,  United  States  and  China,  classification  __. 


48 
186 

184 
182 
182 


181 
186 


185 


Returns. 


Receiver 

Special  y  California,  classification 

Taxes  of  foreign  countries  or  United  States  posses- 
sions, credit  to  partner 

Party  to  a  reorganization,  defined 

Patents,  acquired  before  March  1,  1913,  depreciation 

Depreciation,  deduction 

Gain  or  loss  from  sale 

Loss  of  useful  value 

Patterns,  depreciation  allowance 


183 
187 


144 


189 


{ 


131, 188 
112 


765 
765 
769 

767 
814 


1011 
341 
931 

911 

902 

902,903 

1316 

942 

901 

931 

126 

1313 

1313 

1317 

1313 

1319 

921 

903 

551 

1319 

813 

421 

89 

1315,  1316 

1316 

1315 

1316 

901 

902 

1319 

761 

604 

604 

1319 

1319 

901,  941, 

942 

744 

1315 

tm 

677 
207 
203,207 
59 
207 
208 


91514*'— 31- 
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Payment  of  taxes,  cent,  fractional  part,  how  treated 

Decedent  and  estate,  time  for 


Section 


Deficiency. 

Extension  of  time ^ 

Foreign  corporations,  time  for I.I-II] 

Installments,  advance  payment 

Nonresident  aliens,  time  for I 

Receipts _.... _.. 

Tax  in  case  of  capital  net  gains  and  losses 

Tax  or  installment^  interest  when  extension  for  pay- 
ment  

Time  for 11111111! 

Penalties.     See  also  Additions  to  tax. 

Agent  of  taxpayer,  liability  to 

Attempt  to  evade  or  defeat  tax 

Collection  of  foreign  items  without  license 

Concealment  of  assets  in  compromise  or  closing 

agreement  cases 

Disclosure  of  returns 

Enforcement 

Failure  to  file  return,  effect  of  tentative  return '. 

Failure  to  file  information  returns 

Failure  to  keep  records,  file  returns,  or  pay  tax 

Insurance  companies. 


56 


272 
56 

236 
56 

218 
56 

101 

294 
56 


Persons  liable,  "person"  defined. 


Eefund  of . 

Tax  when  capital  gains  or  losses,  failure  to  pay 

Tax  withheld  at  source,  failure  to  pay 

Pennsylvania  ground  rents,  deduction 

Pension  trusts,  employee8','payinent8  to 

Pensions,  deduction... . 

Exclusion  from  gross  income 

Gross  income 

State,  exclusion  from  income 

Period  of  administration  or  settlement  of  estate,  defined. 

Period  of  affiliation,  defined 

Person,  defined 

Person  who  made  the  return,  defined _. 

Personal  effects,  depreciation 

Personal  exemption,  change  of  status 

Credit  against  net  income 

Executor  for  individual 

Head  of  family 

Husband  and  wife 


146 
151 

616 
55 


146 


146 


101 
144 


23 


22 


Nonresident  aHens. 


Personal  expenses,  deduction 

Personal  injuries,  insurance  or  damages,  taxability 

Personal  property,  gain  from  sale,  sources  within  and 
without  United  States 

InstaUment  sales ._ _._ 

Repossession  under  installment  transactions 

Personal  residence,  capital  gain  from  sale 

Depreciation 

Loss  from  sale 

Personal  service  corporation,  distributions 

Petitions,  review  of  Board's  decisions  by  courts 

Petitions  to  Board.     See  Board  of  Tax  Appeals. 
Political  subdivision,  defined 

Special  assessment  districts,  school,  road,  reclama- 
tion, etc 

Port  improvement  districts,  interest  on  obligations  of 


22 


113 
146,  701 


25 
25 


25 
25 

214 

24 
22 

119 

44 
44 


115 


Article 


433 

746 
1172,1173 

432 
1121 

431 
1091 

434 


432 
431 

382 
791 


421,  425 
791 
385 
818 
791 

951,  991 

791 

1254 


141 

271 

129 

82 

52 

82 

863 

603 

791, 1311 

422 

202 

295 

291 

295 

291,  292 

293 

/1061,1071, 

I     1072 

281 

82 

678,  682 
351 
351 
501 

202,  210 
171 


1171 

84 
84 


" 


i 


\ 
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411 


Possessions  of  United  States,  citizens  of,  api^ication  of 
tax 

^  Citizens  of,  departure  from  country 

Defined , 

Exemption  of  Income  from 

Income,  sale  of  personal  property  within 

Income  from.     See  Income  from   sources   within 
possessions  of  United  States. 

k  Obligations,  exemption  of  interest 

''^  Taxes  of,  credit  against  United  States  tax 

Postage,  ded  uction 

Postal  savings  accounts,  taxability  of  interest 

Power  of  attorney,  claims  for  refunds 

Premium  coupons,  subtraction  for  redemption 

It  1  Premiums,  bonds  of  corporation,  gross  income 

Capital  stock,  treatment  by  corporation 

Insurance,  group  life  insurance,  income  to  employee- 
Life  of  corporate  officer  or  employee 

Insurance  companies,  mutual,  other  than  Ufe 

Other  than  life  or  mutual,  income 

^  Withholding  tax  at  source 

Prevention  of  cruelty  to  children  or  animals,  organiza- 
tions for,  exemption 

Priority  of  Federal  taxes,  bankruptcy  and  receivership 

Private  shareholder  or  individual,  defined 

Proceeding  in  court,   against  taxpayer,   effect  as  to 

►  transferee 

Bankruptcy  and  receiverships 

Collection  of  tax,  after  assessment 

Deficiency 

Departure  from  country 

False  return  or  no  return 

^  Request  for  promp>t  assessment 

Without  assessment 

Enjoinder  against  assessment  or  collection  of  tax 

Limitation  period,  suspension  of  running 

Produced,  defined 

Production,  defined 

^  Professional  men,  expenses 

Propaganda,  associations  disseminating,  exemption 

Property,  defined 

Sale  or  exchange,  gain  or  loss  from.     See  Gain  or 
^4  loss. 

Protest  against  deficiency 

r  Proven  tract  or  lease,  defined 

Public  Health  Service,  quarters  or  commutation 

Public  utilities,  income  from  by  State,  Territory,  Dis- 

^  trict  of  Columbia,  or  possession  of  United  States 

Public  work,  profit  from,  gross  income 

.  Purchasing  association,  cooperative,  exemption 


Section 


252 
147 
261 


119 


22 
131 


24 


204 
144 

103 


311 

274 
276 
272 
147 
276 
275 
275 
272 
277 


Race-meet  associations,  exemption 

Railroad  fares,  deduction 

Ranches,  development  cost,  deduction 

Real  estate,  deferred  payment  sales,  income  from. 

Deferred  payment  sales,  repossesmons 

Exchange  of,  gain  or  loss 

Installment  sales,  income  from 

Lots,  sale  in,  income  from 


116 


103 


Article 


1141 

801 

692,  lia2 

642 

es2 


87 

691 

151 

87 

1254 

335 

68 

66 

53 

283 

1001 

992 

762 


1191 
527 

I23f 

1191,  1192 

1202 

801 

1202 


1202 
682 
239 

125,  281 
527 

240,682 


451 

240 
53 

641 

56 

532 


1899 
OiBjS 

122 
131 
354 
354 
572 
352,  353 
61 


k 


412 
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413 


Real  estate  agents,  information  at  sourcei  returns 

Real  estate  boards,  exemption 

Real  estate  expenses,  insurance  companies,  life 

Receipts  for  taxes 

Translation  when  in  foreign  language 

Receivers,  corporation  in  liquidation,  status 

Prosecution  of  taxpayer's  petition  to  Board 

Returns,  corporations 

Partnerships 

State,  commissions 

Receiverships  (see  also  Bankruptcy) 

Assessment,  immediate,  distinguished  from  jeopardy 

assessment 

Claim  with  court  before  decision  of  Board 

Claims,  unpaid  after  termination,  collection 

Unpaid  tax 

Collector,  procedure  when  deficiency 

Deficiency,  assessment 

Notice  of 

Distraint,  collection  of  unpaid  claims 

Interest  and  additions  to  tax 

Jurisdiction  of  Board  and  courts 

Petition  to  Board  during 

Proceedings,  effect  as  to  discharge  of  tax 

Reciprocal  underwriters,  deductions 

Exemption 

Reclamation  districts,  taxability  of  interest  on  obliga- 
tions of ...«- 

Recognition  of  gain  or  loss.     See  Gain  or  loss. 

Records,  accounting,  necessity  for  maintaining 

Authority  for  requiring 

CoUectors,  taxes  credited  as  uncollectible 

Depletion,  timber 


Section 


103 

203 

56 


52 


Depreciable  property. 


Exchanges,  corporate  reorganization 

Farmers,  determination  of  gross  income 

Installment  basis  of  accounting 

Inventories 

Merchandising  business,  requirement 

Necessity  for  keeping _ _. 

Property  acquired  by  gift 

Redemption  of  stocks,  distributions  in,  taxability 

Refunds.     See  also  Credits  or  refunds. 

Checks  in  payment 

Erroneous,  suit  for  recovery 

Tax  on  income  of  bridge  to  be  acquired  by  State 

Tax  on  income  of  public  utility 

Regulations,  authority  for 

Consolidated  returns,  1929  and  subsequent  years, 

authority  for 

Division  of 

Retroactive  application,  1926  Act  amended 

Religious  organizations,  exemption _. 

Manufacturing  and  selling  to  public,  exemption 

Remainderman,  depletion,  depreciation,  and  obsolescence. 

Rent,  crop  shares,  gross  income .. 

Deduction . 

Income 

Insurance  companies,  life,  income  of 

Other  than  life  or  mutual,  income 


274 


274 
274 
274 


274 


274 

274,  298 

274 

274 


Article 


4 


208 
103 


54 


115 


610 

116 

116 

62 

141 


605 
103 


23 


23 

22 

202,  203 

204 


813 

528 

974 

434 

693 

71 

1192 

392,  744 

744 

643 

1191, 1192 

1192 
1192 
1192 
1191 
1192 

1171,  1192 
1192 
1192 
1192 

1191,  1192 
1192 
1191 
1014 


{ 


84 

323 

411 

1253 

257 

209,  237, 

257 

574 

^     67 

351 

102 

411 

323 

593 

629 

1254 


1501 


527 

527 

201,  221 

57 

121,  130 

51 

961,  976 

992 


A 
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Rent — Continued. 

Not  received,  deduction  as  bad  debt 

Personal  residence,  deduction 

Professional  men,,  deduction 

Shipowners'  mutual  protection  and  indemnity  asso- 
ciations  

Sources  within  United  States 

Sources  without  United  States 

Withholding  tax  at  source 

Reorganization,  defined 

Distribution  of  stock  or  securities,  source 

Exchange  of  property  for  other  property  and  money. 

Exchange  of  stock  or  securities,^  gain  or  loss 

Gain  or  loss  from  (see  also  Gain  or  loss) 

Basis 

Property  acquired  after  December  ai,  1917,  gain  or 

loss  from  sale 

Property  acquired  after  December  31,  1920,  gain  or 

loss  from  sale 

Securities  acquired  in,  gain  or  loss  b&^ 

Repairs,  deduction 

Effect  as  to  depreciation . 

Repeals 

Revenue  Act  of  1926-^  

Section  315  (a),  second  sentence 

Section  1106  (a)_ 

Section  1106  (b) 

Section  1116 __ _ 

Replacement  funds,  involuntary  conversion  ot  property _ 

Replacements,  deduction  of  cost 

Involuntary  conversion  of  property,  gain  or  loss 

Repossessions,  installment  sales,  personal  property 

Installment  sales,,  realty 

Reserve  funds,    insurance    companies,    life,    deduction 

based  on 

Insurance  companies^  mutual,  other  than  life 

Required  by  law,  defined 

Reserves,  bad  debts 


Section 


Article 


4 


Coop>erative  associations » 

Depletion,  based  on  discovery  value,  distribution. 

Depletion  or  depreciation,  distributions  from 

Insurance  companies,  life,  deferred  dividends,  de- 
duction  

Mutual,  other  than  life,  increase  or  decrease, 

effect  of 

Residence,,  capital  gain  or  loss  from  sale 

Personal,  loss  from  gale 

Rent,  deduction 

Status  of  alien 

Resident  aliens,  credits  against  tax 

Liability  to  normal  tax 

Personid  exemption  and  credits 

Surtax ~] 

Restoration  of  property,  cost,  how  treated 

Retail  merchants,  inventories 

Retiring  allowances,  gross  income 

Return,  defined IIIIIIIIII! 

Returns,  accounting  period.    See  Accounting  period. 

Agent  of  taxpayer 

Amended,  additional  tax,  deficiency 

Assi^ees '_ 

Auditing  of,  procedure 


116 
119 
119 
144 
112 


112 
112 
113 

113 

113 
113 


714 

613 
612 
606 
614 
112 


112 


203 
298 
202 
23 
103 
115 


203 


192 
281 
125 


675 
677 
762 
577 
578 
575 
572 
572 
598-600 

508 

599 

600 

121,  124 

201,  202 


131 


24 


51,  235 


52 


580 
124 
579 
351 
353,354 

971 
1012 
971 
191, 195 
532 
626 
626 

972 

1001 
501 
171 

281 

1023-1026 

691 

13 

292-295 

21 

282,  323 

108 

52 

382 

1161 

392 

451 


.im.  1  A, 
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Returns — Continued . 

Authority  to  require 

Brokers,  infonnation__ 

Capital  net  gain 

Change  of  accounting  period 

Citizens  abroad,  time  for  filing 

Consolidated,  affiliated  corporations,  taxable  years  of. 

Affiliation  for  negligible  period,  1928 

Agreement  as  to  assessment  of  tax,  1928 

Change  of  basis,  1928 

China  Trade  Act  corporations 

Corporations,  domestic,  income  from  United 

States  possessions . 

Determination  of  tax 

Election  to  file 

Execution  of,  1928 III-II 

Filing,  place  for 

Fiscal  year  ended  in  1929 

Foreign  corporations 

Information  to  be  given,  1928 : 

Insurance   companies 

Net  income,  computation,  1928 _. 

1928 

1929  and  subsequent  years 

Period  less  than  12  months,  tax,  computation. 

1928 :__.: :_. 

Privilege  to  file _ 

Regulations,  authority  for,  1929  and  subsequent 

years . 

Specific  credit  against  net  income 

Statute  of  limitations  when  notice  of  deficiency. 

Revenue  Act  of  1926 

Stock  ownership  change  during  year, effect,  1928. 
Subsidiary  formed  to  comply  with  foreign  law. 
Tax,  computation  and  payment 

Copies 

Certified 

Corporation,  dissolved 

Department  of  Justice 

Fees  for  furnishing 

Persons  permitted  to  inspect  letums. 

Shareholder,  return  of  corporation 

Corporations 

Bankruptcy 

Consolidated  (see  also  Returns,  consolidated)  _ 

Dissolution  or  liquidation 

Dissolved  in  1928 

Insurance  fund  for  employees 

Organized  during  taxable  year 

Decedent,  fractional  part  of  year. 

Delay  in  filing,  additions  to  tax 

Depletion  and  depreciation  claimed 

Depletion  claim,  information  to  be  furnished 

Dividends 

Due  date 

Sunday  or  legal  holiday 

When  accounting  period  changed 

Estates  and  trusts 

Examination  by  collectors  and  revenue  agents 

Examination  by  Commissioner 

Exempt  corporations 


Section 


54 
150 


47 


{ 


142 

142 

141,  142 

141,  142, 

251 


141,  142 


238 


141 


142 
141 


141,  142 

141 
141,  142 
141,  142 

501 


141 
141, 142 


52 
52 

141, 142 


Article 


} 


411 
841 
502 

361,  371 
403 
735 
733 
731 
731 

713,  731 

713,  731 

451 

731 

731 

731 

735 

713,  731 

731 

713 

734 

731-735 

711-715 

733 
731 


715,  734 
731 


291 


149 


57 


r  71 

I    7 


733 
714 
731 
422 
422 
422 
422 
422 
422 

422,  424 

391,  392 
392 
711-715, 

731-735 
391 
391 
1318 
391 
746 
1211 

238,  239 
253 
831 
404 
404 
361 
861 
451 
451 
521 
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> 


f  1 


Returns — Continued . 

Failure  to  file,  addition  to  tax 

Assessment  of  tax 

Collection  of  tax 

False  or  fraudulent,  addition  to  tax 

Assessment  of  tax 

Collection  of  tax 

Farmers 

Fiduciary 

Ancillary  representative  of  estate 

Committee  or  guardian 

Domiciliary  representative  of  estate 

Trusts,  nrrore  than  one 

Field  investigations 

Filing,  corporation  in  dissolution 

Extension  of  time 

Foreign  organizations 

Place  for 

Time  for 

Corporation,  portion  of  year  not  affiliated, 

1928 

Foreign  corporations 

Required    for    allowance    of    deductions    and 

credits . 

Time  for  filing 

Foreign  language,  translation  of 

Forms 

Gains  and  profits,  accrrnralated 

Husband,  income  of  wife 

Husband  and  wife 

Individuals 

Period  covered 

Information.     See  Information  at  source;  Returns, 

brokers. 
Inspection.     See  Inspection  of  returns. 

Insurance  companies 

Interest,  tax  free 

Mathematical  errors,  notice  of 

Minors 

Negligence,  additions  to  tax 

Nonresident  aliens 

Required   for   allowance   of    deductions    and 
credits _ 


Section 


291 
276 
276 
293 
276 
276 


143 


53 


53 
53 


235 

233 
235 


149 


51 
51 


22 


Partnership 

Period  less  than  12  months 

Consolidated,  computation  of  tax,  1928 

Decedent  and  estate 

Time  for  filing 

Persons  in  military  or  naval  service  outside  of  United 

States,  time  for  filing 

Persons  under  disability 

Publicity 

Receivers 

Soldiers  and  sailors,  verification 

Special,  authority  for  requiring 

Tax  withheld  at  source 

Tentative,  when  prescribed  form  not  available 

Trustees  in  bankruptcy 

Verification 

Revocable  trusts.     See  Trusts. 
Rights,  stock.    See  Stock  rights. 


293 
217 

215 

189 

47 


{ 


51 
55 
52 


54 
144 


52 


Article 


1211 
1201 
1202 

1201 

1202 

57 

741-746 

740 

742 

746 

743 

451 

401 

402-404 

403 

401-404 

73a 


403 

693 

382,  385 

381 

381 

381-385 

381 


1015 

81 

451 

383,  742 

745,  1081 

1071 
901,  941, 
942 
371 
733 
746 
371 

403 
382 
421-425 
392,  744 
384 
411 
768 
385 
392 
384 


416 
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417 


Road  districts,  taxability  of  interest  on  obligations  of 

Royalties,  depletion  allowance  in  relation  to 

Sources  within  United  States 

Sources  without  United  States 

Withholding  tax  at  source 

Rules  and  regulations,  authority  for 


B 


Section 


Sale,  sold,  deined 

£Ue  and  repurchase  of  securities,  losses 

Basis  for  computing  gain  or  loss 

Sales,  farm  products,  gross  income. _ 

Realty,  casual,  future  expense  liabilities 

Recognition  of  gain  or  loss _ 

Salvage,    depreciation    and    obsolescence    allowances 
aflFected  by 

Losses  reduced  by 

Sample  rooms,  expense  deduction 

School  districts,  interest  on  obligations  of 

Scientific  organizations,  exemption 

Scrip  dividends __ 

Seamen,  aliens,  when  regarded  as  residents 

Secretary,  defined 

Secretary  of  Commerce,  certification  of  special  dividend 

by  China  Trade  Act  corporations 

Secured  debt  laws,  payments  under 

Securities,  worthless,  bad  debts 

Selling  expenses,  deduction . . 

Treatment  in  computing  gross  income 

Treatment  in  deferred-payment  sales  of  real  estate 

Separability  clause  of  Act 

Separation  agreement,  allowance  based  on 

Sewer  districts,  taxability  of  interest  on  obligations  of_-_ 

Shareholder,  defined 

Shareholders,  contributions  to  corporation 

Taxes  paid  on  stock  by  corporation _. 

ffliipowners   mutual  protection  and  indemnity  associa- 
tions, receipts  of,  exemption 

Shipwreck,  losses,  deduction 

Ships  imder  foreign  flag,  exemption  of  income  from 

Short  sales  of  securities,  gain  or  loss  from 

Sinking  fund,  income  from 

Smith-Lever  Act,  taxability  of  salaries  paid  from  funds 

available  under 

Social  welfare  organizations,  exemption 

Special  classes  of  taxpayers 

Special  dividend,  defined 

Specific  exemption ,  corporations 

Insurance  companies,  life ■ 

Other  than  life  or  mutual 

Stamp  taxes,  deduction 

Stamps,  trading,  subtraction  for  redemption  of 

State  contracts,  profit  of  independent  contractor 

State  officers  and  employees,  defined - 

Exemption  of  compensation 

States,  inspection  of  returns  by  State  officers 

Obligations,  interest,  exemption 

Pensions,  exemption  of 

States  and  subdivisions,  bridges  to  be  acquired 

Income  of 

Statute  of  limitations.    See  Limitation  period. 


119 

119 

144 

62 


119 
118 
113 


23 

XXX,  XXa 


103 


701 
261 


715 


701 


23,  203 

22,  116 

23 

212,  231 


103 
4 
261 
26 
203 
204 


22 
22 

116 
22,  116 


Article 


84 
236 
675 
677 
762 


678 

661 

602 

67 


671-680 

201 

171-173 

122 

84 

527 

627 

1023 


1152 
151 
194 
121 
55 
852 


83,  281 
84 


67 
161,  974 


171 

1042,  1102 

661 

65 

643 

529 

1 

1153 

301 

976 

993 

152 

335 

56 

643 

643 

423 

84 

82 


> 


t  ■'*> 
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Stock,  bonus,  constructive  receipt  by  employees. 
Bonus,  gross  income 


Defined. 


642 


Fair  market  value ,  ascertainment 

Received  as  stock  dividend,  gain  or  loss  from  sale 

Sale  of,  profit,  gross  income 

Shrinkage  in  vfUue,  deduction 

Tax-free  distribution,  adjustment  when  gain  or  loss 

from  sale 

Worthless,  deduction  for 

Stock  bonus,  pension  or  profit-sharing  trusts,  employees' 

exemption ". 

Stock  dividend,  exemption 

Stock  exchange,  exemption 

Stock  rights,  gain  or  loss  from  sale 

Sale  of,  option,  as  to  taxing  of  proceeds 

Taxability  to  shareholder 

Storm,  losses 

Succession  taxes,  by  whom  deductible 

Suits.     See  also  JProceedings  in  court. 

Fiduciaries  or  transferees,  restrain  enforcement  of 

liability 

Recovery  of  erroneous  refund 

Recovery  of  tax  after  petition  to  Board 

Sunday,  last  day,  period  for  petition  to  Board 

Last  day  for  filing  return,  due  date 

Supplements  of  Act,  application,  special  classes  of  tax- 

payers 

Supplies  used,  deduction,  of  cost 

Surtax,  computation  and  table 

Credits  against  net  income  subject  to 

Evasion  by  incorporation 

Gain,  sale  of  mines  and  oil  or  gas  wells 

Imposition  and  rates 

Nonresident  aliens 

Obligations  of  United  States  or  possessions 

Suspension    of    running    of    statute.     See    Limitation 
period. 

Tangible  property,  depreciation  allowance 

Taxable  period,  closing  by  Commisi^oner 

Years  with  different  tax  laws 

Taxable  year.     See  also  Taxable  period. 

Beneficiary,  different  from  estate  or  trust 

Change  in 

Closing  by  Commissioner,  additions  to  tax 

Aliens 

Citizens  of  United  States 

Tax,  assessment 

Defined 

Income  and  deductions  not  allowable  in  other  years. 

Insurance  companies,  other  than  life  or  mutual 

Partners,  different  from  p«wi;nership 

Taxes,  abatement.     See  Abatement  of  tax. 
Additions  to.     See  Additions  to  tax. 

Aids  to  collection  of 

Assessment.     See  Assessment  of  tax;  Deficiency. 

Automobile  license  fees,  deduction 

Bankruptcy  cases,  jurisdiction  of  courts 

Banks,  paid  on  stock  of  shareholder 


Section 


Article 


{ 


141,  142, 
701 
113 


}■ 


111 


165 
115 


23 
23 


604 
610 
322 
272 


104 

102 

12 


147 
14,  105 

164 
46,47 
147 
147 
147 
147 
48 


182 


54 


332 
58 


591 

628 

58 

174 

561 

174 


628 

528 

58 

58 

51,58 

171,  175 

154 


1257 

1171 

404 

1 

123 

22 

21,  291 

541-543 

511 

21,22 

1021 

87 


273 
23 


202 
801 


361 
801 
801 
801 
801 
324 
342 
991 
902,903 


411 

151 

1191,  1192 

161 


418 
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Taxes — Continued. 

Business,  license  and  privilege,  deduction 

By  whom  deductible 

Capital  gains  and  losses 

Collection.    See  Collection  of  tax. 

Computation,  years  with  dififerent  tax  laws 

Corporation,   accumulation   of   surplus  to   evade 

.  surtax 

Corporations 

Credits  (see  also  Credits  or  refunds) 

Credits  against.     See  Credits  against  tax. 

Deduction  of,  general 


Determination  by  Commissioner 

Determination  of  deficiency «. 

Discharge  by  bankruptcy  or  receivership  proceed- 
ings  

Duties,  customs,  import,  and  tariff,  deduction 

Estate,  Federal,  accrual 

Estate  and  inheritance,  1926  Act  and  prior  Acts 

Estates.     See  Estates. 

Evasion,  determination  of  tax  in  case  of  attempt 

Excess  profits  and  war  profits,  deduction 

Excise,  deduction 

Federal,  deduction 


Priority 

Federal  estate  and  State  inheritance 

Foreign  countries,  credit  for 

Deduction  of 

In  lieu  of  taxes  under  1926  Act 

Income,  deduction 

Inheritance,  legacy  or  succession,  accrual 

Insurance  companies.     See  Insurance  companies. 

Legacy  and  succession 

Lessee,  paid  for  lessor,  treatment 

Liability  for,  in  case  of  transferred  assets 

Local  benefits,  deduction 

Drainage,  irrigation,  levee,  street,  sidewalk, 
etc 

Insurance  companies,  life 

Repairs  and  maintenance 

Nonresident  aliens,  deduction 

Normal,  individuals 

Nonresident  aliens 

Residents  of  United  States 

Overpayments,  credit  or  refund  of 

Payment.     See  Payment  of  taxes. 
Period  less  than  12  months,  rates  and  time  for  pay- 
ment  ^ 

Possessions  of  United  States,  deduction 

Receipts  for 

Translation  when  in  foreign  language. _  _ 

Real  estate,  insurance  companies,  life,  deduction 

Refunds  {see  also  Credits  or  refunds).. 

Security  for  payment,  taxpayer  not  in  default 

Shareholder,  paid  by  corporation 

Stamp,  deduction 

State,  deduction 

Secured  debt  laws,  deduction 

Surtax.     iSee  Surtax. 
Trusts.    See  Trusts. 


Section 


101 

14,  105 

104 

13 

321,  322 


23 

57 
272 


703 


23 


23 


23 
131 
23 
63 
23 
23 

23 


311 
23 


203 
23 


11 

211 


321,  322 


23 
56 


203 

321,  322 

147 

23,  203 


23 


Article 


152 
151 

501-503 


541 

31 
1251-1257 

151-154, 
161 
451 
1171 

1191 
152 
154 


{ 


{ 


451 
151 
152 

151,  152, 

154 

1191 

154 

691-698 
161 


151 
154 

154 
130 

1231,  1241 
151,  153 

153 

974 

153 

1051 

11-13 

1021 

12 

1251-1257 


371 
151 
434 

693 

974,  976 

1251-1257 

801 
161,  974 

152 
151,  154 

151 


Wkt     in, 
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Taxes — Continued. 

Withheld  at  source,  bonds,  tax-free  covenant,  treat- 
ment by  bond  owner 

Credits  or  refunds 

Deduction 

No  liability,  procedure 

Treatment  by  recipient  of  income 

Years  preceding  taxable  year  1928 

Taxpayer,  defined 

Special  classes 

Teachers,  Alaska  and  Hawaii,  compensation 

Retirement  fund  associations,  exemption 

Telephone  companies,  mutual  or  cooperative,  exemption. 

Tennessee  levee  assessments,  deduction 

Territories,  employees  of,  compensation 

Exemption  of  income 

Theatrical  costumes,  depreciation,  deduction 

Theft,  losses,  deduction 

Timber,  cost,  determination  of 

Depletion 

Accounting  methods 

Accounts  on  books 

Capital  additions  and  expense  charges 


Section 


Article 


144 
144 


144 
1 
701 
4 
116 
103 
103 


Capital  recoverable. 


Computation  of  allowance 

Fair  market  value  of  property 

Lessor  and  lessee 

Property  acquired  before  March  1,^  1913,  basis.. 

Quantity,  determination 

Returns,  information  to  be  furnished 

Revaluation  of  properties 

•     Value  of  property,,  apportioning  to  land  and 

timber 

When  sustained 

Depreciation,  accounts  on  books 

Capital  additions  and  expense  charges 

Capital  recoverable 


Fair  market  value  of  property 

Improvements 

Land 

Income  from  sources  within  United  States 

Value,  apportioning  between  land  and  timber 

Determination  of 

Tips,  gross  income 

Title  I  of  Act^  application  of 

Designation .' 

Effective  date 

Title  to  property,  cost  of  defending  or  perfecting 

Trading  stamps,  deduction  for  redemption 

Transferees,  claims  against,  assessment 

Claims  against,  collection 

Distraint  for  collection 

Interest  on 

Period  of  limitation 

Suspension  of  running  of  statute 

Deceased  person  or  dissolved  corporation,  limita- 
tion period 

Deficiency,  petition  to  Board  and  for  review 

Defined 

Fiduciary  of,  liability 


22 


23 


2a 


{ 


{ 


23 


1 
64 
65 


311 
311 
311 


311 
311 

311 


311 
312 


761 

764,  1252 

761 

1081 

761 

iiii 
1 


531 
153 

642 

202 

171,  342 

248 

247-257 

266,257 

257 

251 

247,  248, 

257 

249 

254 

248 

250 

255 

253 

250 

256 
249 
257 
251 
247,  252, 
257 
254 
252 
252 
681 
256 
254 
52 


11 
282 
335 
1231 
1231 
1231 
1231 
1231 
1231 

1231 
1231 
1231 
1241 


420 
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Transferees — Continued. 

Notice  of  liability  .address  for 

Procedure  before  Board,  1924  Act  amended 

Suit  to  restrain  enforcement  of  liability 

Transferred  assets,  claims  against 

Transfers  in  trust,  gain  or  loss,  sale  of  property 

Transportation   services,   foreign    corporation,   income 

from  sources  within  United  States 

Traveling  expenses,  deduction 

Treasury  certificates  of  indebtedness,  interest,  exemp- 
tion   _. 


Treasury  decisions,  retroactive  application,   1926  Act 

amended 

Treasury  savings  certificates,  interest,  exemption 

Treasury  stock,  sale  of,  treatment  of  proceeds 

Trust  companies,  interest  on  deposits,  deduction 

Trustee  corporation  in  liquidation,  status 

Bankruptcy,  returns  for  corporation 

Trusts,  application  of  tax 

Beneficiary,  taxable  year  different  from  trust 

Capital  gains  and  losses 

Common  law,  classification 

Contributions 

Year  1923. 

Copies  of  income  returns 

Credits  against  net  income 

Deductions . 

Distinguished  from  association 

Employees',  exemption 

Fiduciary,  liability  for  tax 

Income  for  benefit  of  grantor,  how  taxed 

Income  to  pay  life  insurance  premium  of  grantor, 

how  taxed 

Inspection  of  returns  by  trustees 

Liberty  bond  exemptions 

Net  income,  computation 

Net  losses 

Pension,  employees,  payments  to 

Property  held  in,  depletion 

Depreciation 

Obsolescence 

Eeturns 

By  fiduciary,  more  than  one  trust 

Revocable,  income,  how  taxed __. 

Property,  gain  or  loss  from  sale_« 

Stock  bonus,  pension  or  profit  sharing,  exemption.. 

Tax,  computation  and  payment 

Taxation  under  1926  Act  and  prior  Acts 


Section 


U 

Underwriting  income,  insurance  companies,  other  than 

life  or  mutual 

Undue  hardship,  defined 

United  States,  defined 


Validity  of  Act,  separability  clause. _ 

Value  of  property,  effect  of  value  for  estate  or  inheritance 
tax  purposes 

How  ascertained 


311 
602 
604 
311 
113 

119 
23 


605 


52 
161 
164 
168 


162 
706 


163 
162 


165 
161 
167 

167 


162 
169 
23 
23 
23 
23 


166 
113 
165 
161 
704 


204 
'761' 

716 


- 


Article 


1231 
594,  595 

683 
121,  122 

87 


88 

66 

141 

71 

392 

861 


891 

1312 

261,  862 


422 

871 

862 

1314 


864 
861,  881 

•  881 

421 

89 

862 


271 
221 
201 
201 
861 
743 
861,881 
596 


862 


^2 

1173 
1132,  1141 


596 
591 
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Value  of  property — Continued. 

Repossessed  property 

Stock,  determination 

Verification  of  returns 

Vessels  built  before  1914,  gain  or  loss  from  sale.. 
Violation  of  law,  discovery  by  revenue  officer — 

Virgin  Islands,  status 

Status  of  citizens 

Taxes  in  effect 

Vocational  rehabilitation  Act,  allowances  under. 
Contributions  to  special  fund  under 


#  ^ 


M 


W 

Waivers,    after    limitation   period   expired,    1926    Act 

amended 

Limitation  period,  assessment  of  tax 

Collection  of  tax 

Restrictions  on  assessment  of  deficiency 

Right  to  file  petition  with  Board 

Stay  of  collection  of  jeopardy  assessment 

Withdrawal 

War  Risk  Insurance  Act,  taxability  of  allotments  and 
allowances  under 

Warrants,  State  or  subdivision,  treatment  as  income 

Wash  sales  of  securities,  basis,  gain  or  loss 

Losses  from 

Water  districts,  taxability  of  interest  on  obligations  of — 

Withholding  agent,  assignor  of  corporate  property 

Defined 

Notice  of  appointment 

Returns,  information  at  source 

Withholding  tax  at  source 

China  Trade  Act  corporations 

Citizen  or  resident,  lower  rate 

Citizens  of  United  States  possessions 

Compensation,  nonresident  aliens 

Corporations 

Effective  date,  withholding  prdvisions 

Nonresident  foreign,  rates 

Resident  foreign 

Credits  or  refunds 

Dividends,  China  Trade  Act  corporations 

Exemption  certificates,  nonresident  aliens 

Exemption  from 

Time  for  filing 

Fiduciary  of  nonresident  alien 

Income  from  which  to  be  withheld. 

Income   of   corporations,    domestic   and   resident 

foreign 

Individuals 

Interest,  bonds,  tax-free  covenant 

Bonds,  tax-free  covenant  in  trust  deed 

Tax-free  covenant,  owner  unknown 

Lower  rates,  nonresident  aliens . 

Ownership  certificates.     See  Ownership  certificates. 

Partnerships 

Rates 

Recipient  of  income,  treatment  of  income  and  tax.  _ 

Release  of  excess  tax  withheld 

Requirement 


Section 


113 


707 
25i" 


252 
22 
23 


506 
276 
276 
272 
272 
273 


22 


113 

118 


701 


144 
i44" 


145 
145 
145 


144 


144 


144 
144 


144 
144 

144 
144 
144 


Article 


354 
591 
384 


425 

1132 

1141 

1141 

82 

261 


1201 
1202 
1171 
1171 
1181 
1171 

82 
66 

602 

661 

84 

761 


144 


761 

815 

761-770 

1154 

761 

1141 

1072 

781 

781 

781 

781 

764,  1252 

763,  781 

764 

763 

764 

761 

761,  762 

763 
761-770 
761 
761 
761 
761 

761 
761 
761 
764 
761-770 


422 


INDEX 


Withholding  tax  at  source — Continued. 

Returns 

Time  for  filing 

Tax,  payment— __ 

Tax-free  covenant  bond,  exclusion  from  in- 
come  

Workmen's  compensation  insurance  funds,  exemption.  _ 
Workmen's  compensation  Acts,  taxability  of  income 

received 

World  War  Veterans'  Act,  allowances  under,  exemption. 


Year,  defined 

Years,  taxable.     See  Taxable  period. 
Years  with  different  tax  laws 


Article 


768 

768 

764,  768 

761 
642 

82 
82 
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APPENDIX 


PARALLEL  REFERENCE  TABLES 


Sections  of  Revenue  Act  of  1926  and  corresponding  sections  of  Revenue 

Act  of  1928 


Section  of  1926  Act 

1 - 

H^  2(a)(l)-(4) 

2(a)(5) 

2(a)(6) 

2ra)(7) 

2(a)(8) .._ 

^  2(a)(9). 

2(a)(10) 

2(b) 

200(a) 

A  200(b)... 

^  200(c) 

200(d). 

200(e) 

200(f).. 

f  201(a)-(h) 

202(a) 

202(b)(l)(2).... 

202(c)-(e) 

203(a) 

^  203(b)(1) 

203(b)(2) 

203(b)(3) 

203(b)(4) 

\  203(b)(5) 

^  203(c) 

203(d) 

203(e) 

^  203(f) 

.  203(g) 

^  203(h) 

203(i) 

204(a)  (l)-(ll).. 

204(b)_.. 

L  204(c). 

205 

206(a)  (l)-(5)_.. 
206(b)-(f) 


Section  of  1028  Act 
Enacting  clause. 
701(a)(l)-(4) 
701(a)(9) 
701  (a)  (10) 
701  (a)  (11) 
701(a)(12) 
701  (a)  (13) 
701  (a)  (14) 
701(b) 
48(a),(b) 
701(a)(5) 
701(a)(6) 
43,  48(c) 
701(a)(7) 
701(a)(8) 
22(d),  115(a)-(h) 
22(e),  111(a) 
22(e),  lll(b)(l),(2) 
22(e),  lll(e)-(e) 
22(e),  112(a) 
22(e),  112(b)(l),(2) 
22(e), 112(b)  (3) 
22(e),  112(b)(4) 
22(e),  112(b)(5) 
22(e),  112(0 
22(e),  112(g) 
22(e),  112(c) 
22(e),  112(d) 
22(e),  112(e) 
22(e),  112(h) 
22(e),  112(i) 
22(e)    112(j) 
22(e),  113(a)(l)-(ll) 
22(e),  113(b) 
23(m),  114 
22(c) 

23(i),  117(a)(l)-(5) 
23(i),  ll7(b)-(f) 


Section  of  1926  Act 

206(g) 

207(a) 

207(b) 

207(c) 

208(a) 

208(b) 

208(c) 

208(d) 

208(e) 

209(a), (b) 

209(c) 

210(a) 

210(b) 

211(a) 

211(b) 

212(a). 

212(b) ._ 

212(c) 

212(d) 

213(a) 

213(b) 
213(b) 
213(b) 
213(b) 
213(b) 
213(b) 
213(b) 
213(b) 
213(b) 
213(b) 
213(b) 
213(c) 
214(a) 
214(a) 
214(a) 
214(a) 
214(a) 
214(a) 


l)-(4)  .. 
5) 


6).. 
7)-. 
8).. 
9)-. 
10). 

11) 
12) 
13). 

14). 


1)- 

2)-. 

3). 

4). 

5). 

6). 


Section  of  1028  AeC 
169,  187,  205 
14,  105 
182(b) 
132 
101(c) 
101(a) 
101(b) 
101(d) 
168,  186 
31  (a),  (b) 
185 

ll,63,211(a),(c) 
211(b),(c) 
12(a),  63 
102(a) 
21 
41 
46 

44(a),(b) 
22(a),  42 
22(b)  (l)-(4) 
22(b)(9),  116(c) 
22(b)(5) 
22(b)  (9]r,  116(d) 
212(b),  231(b) 
22(b)(6) 
22(b)(7) 
22(b)(8) 
22(b)(9),  116(g) 
22(b)(9),  116(f) 
22(b)(9),  116(a) 
212(a) 
23(a) 
23(b) 
23(c),(d) 
23(e) 

23(e),  118,  213(b)(1) 
23(e),(g);  213(b)(2) 

423 


424 
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425 


Section  of  1926  Act  Section  of  1928  Act 

214(a)(7) 23(j) 

214(a)(8) .  23(k) 

214(a)(9) 23(1) 

214(a)(10) 23(n),  120,  213(c) 

214(a)(ll) 23(o) 

214(b)._._ 213(a)-(c),  251(d)(1) 

215(a),  (b) 24(a),  (b) 

216(a)-(d) 25(a)-(d) 

216(e) 214,  261(e)(1) 

216(f) 26(e),  214,  251(e)(1) 

217(a)(1) 119(a)(l)(A),(B) 

217(a)  (2)-(5).__  119(a)  (2)-(5) 

217(b)-(f) 119(b)-(f) 

217(g)(1) 215(a),  233,261(0 

217(g)(2) 215(b) 

218(a) 181,  182(a) 

218(b) 184 

218(c) 183 

219(a) 161(a) 

219(b) 161(b),  162 

219(c) 163(a) 

219(d)_„ 163(b) 

219(e) 164 

219(f) 166 

219(g)__. 166 

219(h) 167 

220(a), (b) 104(a). (b) 

220(c) 149(c) 

220(d) 104(c) 

220(e) 104(d) 

221(a)_... 144(b) 

221(b)... 144(a)(l)-(3) 

221(c) _  144(c) 

221(d) 33,  144(d) 

221(e)._ 144(e) 

222(a)(l)-(3)—  32,  131(a) (l)-(3),  216 
222  (a)(4)......  32,  131(a)(4),  170, 

188,  216 

222(a)(6) 32,  131(b),  261(g) 

222(b) 32, 131(c) 

222(c) 32, 131(d) 

222(d) 32,  131(e) 

223(a)-(c) 61(a)-(c) 

224. 189 

226(a) 143(a) 

226(b) 143(b),(c) 

226(a)-(e) 47(a)-(e) 

227(a) ^..  53(a),  217 

227(b) 63(b)(1) 

230(a) 13(a),  63 

230(b) 

231(1)-(12)-.-  103(1)-(12) 


Section  of  1926  Act 

231(13). 

231(14) ._ 

232 .__ 

233(a)_ _. 

233(b)_ 

234(a)(1) 

234(a)(2) 

234(a)(3) 

234(a)(4) 

234(a)(5) 

234(a)(6) 

234(a)(7) 

234(a)(8) 

234(a)(9) 

234(a)  (10) 

234(a)(ll) 

234(b) 

235 

236 

237___ 

238(a) 

238(b) 

238(c) 

238(d).. 

238(e) 

238(f) 

239(a) 

239(b) 

239(c) 

240(a) 

240(b) 

240(c).- 

240(d) 

240(e)... 

240(f) 

240(g) 

241(a) _ 

241(b) 

242 

243 

244 

246 

246(a),(b) 

247(a)  (l)-(4)„_ 

247(a)(5) 

247(a)(6) 

247(a)(7) 

247(a)(8)_ 

247(a)(9) 

247(b) 

247(c) 

264 


Section  of  1028  Aot 
103(14) 
103(15) 

21,  41,  233,  251(f) 
22(a),  42,  208(b) 
119,  207,  231(a) 
23(a) 
23(b) 

23(c),  (d);  144(a)(4) 
23(f),(g);  118 
23(j) 
23(p) 
23(k) 
23(1) 

208(c)(1) 
208(c)(2) 
208(c)  (3) 
232,  261(d)(2) 
24(a) 
26 
146 

32,  131(a),(b);206,234 
32,  131(c) 
32,  131(d) 
32,  131(e) 
32,  131(f) 

32,  131(g),  251(g),  262 
62(a),  235 

47(a)-(e) 
149(b) 

141(a),  142(a) 
141(c),  142(b) 

141(d), (e);142(c),238 

141(f),  142(d),  263 

46 

141(g),  142(e),  261(h) 

63(a),  236 

53(b)(2) 

201(a) 

201(b) 

202 

203 

204(a),  (b) 

204(c)  (l)-(4) 

204(c)  (6) 

204(c)(7) 

204(c)(8) 

204(c)(9) 

204(c)  (10) 

204(d) 

204(e) 

149(a) 


tr 


Section  of  1920  Aot 

266 

266 

267 

268 

269 

260 

261 

262(a)-(c) 

263 

270(a)(1) 

270(a)(2) _ 

270(b)... 

270rc)(l) 

270(c)(2) 

270(d) 

270(e)._. 

271... _ 

272 

273 
274(aK(iy.'.V_"- 

274(j).. 

274(k)_ 

276.. 


276.. 

277(a)  (1).._. 
277(a)  (2),  (3). 
277(a)(4).... 
277(a)(6)-.-. 

277(b) 

278(a) 

278(b) 

278(c) 

278(d) 

278(e) 

279(a)-(i)... 

279(j) 

279(k) 

280(a),(b)(l). 
280(b)  (2) .... 
280(b)(3).... 
280(c), (d)... 

280(e) 

280(f) 

281(a)-(c)... 

281(d) 

282(a),  (b)... 


Section  of  1928  Aot 
160 
148 
56 

161 
262 

261(a)-(c) 

261 

66(a) 

218(a),  236(a) 

66(b) 

66(c) 

295 

66(d) 

144(c) 

67 

321 

271 

272(a)-(i) 

292 

272(j),296 

293 

294 

275(a) 

275(b) 
275(c) 
277 
276(a) 

276(b) 
276(c) 

273(a)-(i) 
297 
273(j) 
311(a),(b)(l) 

311(b)(2) 
311(c),(d) 

311(f) 
312(a)-(c) 
272(k),311(e) 
274(a),  (b) 


Section  of  1926  Act 

282(c) 

283 
284(a),(b)V."." 

284(c) 

284(d) 

284(e) 

284(0 

284(g),(h) 

285 

286 

1000 

1001-1005 

1 
1 


100 

101 

1102(a),(b).... 

1102(c), (d) 

1103 

1104,1105 

1106(a) 

1106(b) 

1107-1113 

1114(a),(b)__.. 
1114(c)-(e)-... 
1114(0 

1115(3167R.S.)- 

1116(a) 

1116(b)(1) 

1116(b)(2) 

1116(c) 

1117 

1118(a) 

1118(b) 

1118(c) 

1119-1121 

1122(a),(b)..._ 

1122(c) 

1123-1130 

1200(a) 

1200(b) 

1201,1202 

1203(a)-(c) 

1203(d) 

1203(e)-(h) 

1204-1212 

1213 

1214 


Section  of  1998  A«t 
274(b)  ,298 

322(a), (b) 

322(c) 

322(d) 
144(0 

147 

66 

601 

61 
62 

54(a), (b) 

291 

607-609 
606(a),  (b) 

146(a),  (b) 

146(c) 
65 

614(a) 
614(b) 

614(d) 
615 

56(h) 
56(g) 

6l7(a),(b) 


714 


66 


716 
716 


Sections  of  Revenue  Act  of  1928  and  corresponding  sections  of  Reveniis 

Act  of  1926 


Section  of  1928  Act 

1-4 

11-- 210(a) 

12(a) 211(a) 

91514"— 31 ^29 


Section  of  1926  Act 


Section  of  1928  Act 

12(b)-(d) 

13(a).- --  230(a) 

13(b),(c)...... 


Section  of  1926  Aot 
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SeettonoflMBAet  Section  ofivas  Act 

14 207(a) 

21__ 212(a),232 

22(a) 213(a),233(a) 

22(b)(l)-(4)..__  213(b)(l)-(4) 

22(b)(5) 213(b)(6) 

22(b)(6) 213(b)(9) 

22(b)(7) 213(b)(10) 

22(b)(8) ._  213(b)(ll) 

22(b)(9) 213(b)(6),  (7),  (12)- 

(14) 

22(c)__- 206 

22(d) 201 

22(e) 202,203,204(a),(b) 

22(f) 

23(a) 214(a) (l),234(a)(l) 

23(b) 214(a)  (2)  ,234(a)  (2) 

23(c) ,  (d) 214(a)  (3)  ,234(a)  (3) 

23(e) 214(a)  (4),(6),(6) 

23(0 234(a)(4) 

23(g) 214(a)  (6)  ,234(a)  (4) 

23(h) 

23(i)- 206(a)-(f) 

23(3) 214(a)  (7),234(a)  (5) 

23(k) 214(a)  (8), 234(a)  (7) 

230) -  214(a)  (9)  ,234(a)  (8) 

23(111) 204(c) 

23(n) 214(a)(10) 

23(o) 214(a)(ll) 

23(p) 234(a)(6) 

23(q) ._. 

24(a),(b) 216(a),(b);  236 

24(c) 

26(a)-(d)- 216(a)-(d) 

25(e) 216(f) 

26 236 

31  (a),  (b) 209(a),  (b) 

32- 222.238 

33 221(d) 

34 

41-- 212(b),232 

42 213(a),233(a) 

43 200(d) 

44(a). _..  212(d) 

44(b) 212(d) 

44(c),(d) 

46 240(f) 

46 212(c) 

47(a)-(e) _  226 (a) -(e), 239(b) 

47(f) 

48(a),(b). 200(a) 

48(c) 200(d) 

fil(a)-(c) 223(»)-(c) 

«l(d)- 


Section  of  1928  Act  Section  of  1998  Act 

62(a)  _- 239(a) 

52(b)_ 

63(a) _ 227 (a), 241  (a) 

53(b)(l)_ 227(b) 

53(b)(2)_ 241(b) 

54(a), (b) 1102(a), (b) 

64(c)__ 

65 -  257,1115,(3167 R.S.), 

1203(d) 

56(a) 270(a)(1) 

56(b) 270(b) 

66(c) 270(c)(1) 

56(d) ._.  270(d) 

56(e),(f) 

56(g). -__ _  1118(c) 

66(h) 1118(b) 

57.. 271 

58,69 

61 1100 

62 1101 

63 210(a), 21 1(a), 230(a) 

64 

65 286 

101(a) 208(b) 

101(b) 208(c) 

101(c) 208(a) 

101(d) 208(d) 

102(a)... 211(b) 

102(b) 

103(1)-(12)._..  231(1)-(12) 

103(13)-- 

103(14) 231(13) 

103(15)-- 231(14) 

103(16), (17)-.-. 

104(a), (b) 220(a),(b) 

104(c) 220(d) 

104(d) __  220(e) 

105- 207(a) 

111(a) 202(a) 

111(b)(1) 202(b)(1) 

lll(b)(2)_ 202(b)(2) 

111(b)(3)- 

lll(c)-(e) 202(c)-(e) 

112(a)- 203(a) 

112(b)(1)- 203(b)(1) 

112(b)(2) 203(b)(1) 

112(b)(3) 203(b)(2) 

112(b)(4) 203(b)(3) 

112(b)(5) 203(b)(4) 

112(c)(1) 203(d)(1) 

112(c)(2) 203(d)(2) 

112(d) 203(e) 

112(e) 203(f) 


Section  of  1928  Act 

12(f) 

12(g)- 

12(h).. 

12(i) 

12(3) 

13(a)  (1)-(11)„ 

13(a)(12) 

13(b) 

14-__ 

15(a)-(h) 

16(a) 

16(b)- 

16(c)- 

16(d)- 

16(e) 

16(f) 

16(g) 

17(a)  (l)-(5)— 

17(a)(6)- 

17(b)-(f) 

18 

19(a)  (1)(A),(B) 
19(a)(1)(C)  — 
19(a)  (2)-(5)  — 

19(b)-(f) 

20 

31(a)... 

31(b)- 

31(c).- 

31(d) 

31(e)... 

31(f) 

31(g)- 

32 - 


Section  of  1926  Act 
203(b)(5) 
203(c) 
203(g) 
203(h) 
203(i) 
204(a)  (l)-(ll) 

204(b) 
204(c) 
201(a)-(h) 
213(b)  (14) 


41(a) 

41(b)--. 

41(c) 

41(d),(e) 

41(f)  —  - 

41(g) 

41(h)-(j) 

42(a), (b) 

42(c)- 

42(d) 

42(e)  — 

42(f), (g) 

43(a)- 

43(b),(c) 

44(a)  (l)-(3)..- 

44(a)(4) 

44(b) 

44(c) 

44(d),(e) 


213(b)(5) 
213(b)(7) 

213(b)  (13) 
213(b)  (12) 
206(a)  (l)-(5) 

206(b)-(f) 
214(a)(5),234(a)(4) 
217(a)  (l),233(b) 

217(a)  (2)-(5), 233(b) 

217(b)-(f), 233(b) 

214(a)  (10) 

222(a)  (l)-(4),238(a) 

222(a)  (5), 238(a) 

222(b), 238(b) 

222(c), 238(c) 

222(d),238(d) 

238(e) 

238(f) 

207(c) 

240(a) 

240(b) 
240(d) 

240(e) 
240(g) 

240(a),  (b) 
240(d) 
240(e) 
240(g) 

225(a) 

225(b) 

221(b) 

234(a)  (3) 

221(a) 

221(c), 270(e) 

221(d),(e) 


Section  of  1928  Act  Section  of  1926 

144(f) 284(f) 

145 237 

146(a), (b) 1114(a), (b) 

146(c)-- 1114(f) 

147 286 

148 266 

149(a)- 254 

149(b) 239(c) 

149(c) 220(c) 

150 256 

151 259 

161(a), (b) 219(a),(b) 

162(a)-(c) 219(b) 

163(a) 219(c) 

163(b) 219(d) 

164 219(e) 

165 219(f) 

166 .-  219(g) 

167 _.  219(h) 

168 208(e) 

169 206(g) 

170 222(a)(4) 

181 218(a) 

182(a) 218(a) 

182(b) 207(b) 

183 218(c) 

184 218(b) 

185 209(c) 

186 _  208(e) 

187 206(g) 

188 222(a)(4) 

189 224 

201(a) 242 

201(b) 243 

202 244 

203 245 

204(a),  (b) 246(a),  (b) 

204(c)  (l)-(4)—  247(a)  (l)-(4) 

204(c)(5) 

204(c)(6) 247(a)(5) 

204(c)(7) 247(a)(6) 

204(c)(8) 247(a)(7) 

204(c)(9) 247(a)(8) 

204(c)(10) 247(a)(9) 

204(d)  _ _  247(b) 

204(e) 247(c) 

205 -  206(g) 

206 238(a) 

207 233(b) 

208(a)__ 

208(b) 233(a) 

208(c)(1) 234(a)(9) 

208(c)(2) 234(a)  (10) 
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flittiaii  of  Iftsg  Ai!l 

»8(c)(3) 

211(a),(b) 

211(c)... 

212(a) 

212(b).. 

213(a) 

213(b) (1)_ 

213(b)(2) 

213(c) .._ 

214 

215(a).. 

216(b)__. 

216. 

217 

218(a)._.. 

218(b) 

231(a) 

231(b) 

232. 

233 

234 

235... 

236(a) 

236(b). _ 

237 
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429 


Section  of  1098  Aet 
-  234(a)  (11) 
210(a),(b) 
210(a),  (b) 

213(c) 
213(b)(8) 
214(b) 

214(a)  (6),  (b) 
214(a)  (6),(b) 
214(a)  (10),(b) 

216(e), 216(f)(1),  (3) 
217(g)(1) 

217(g)(2) 
222(a) 
227(a) 
270(a)(2) 

233(b) 
213(b)(8) 
234(b) 

217(g)  (1),232 
238(a) 

227(a),239(a),241(a) 
270(a)  (2) 


238 240(d) 

251(a)-(c) 262(a)-(c) 

251(d)(1) 214(b) 

251(d)(2) 234(b) 

llli^liU 216(e),216(f)(l),(3) 

251(e)(2) 

251(f)— 217(g)(1), 232 

251(g) 222(a)  (6)  ,238(f) 

251(h) 240(g) 

252. _..  260 

261 263 

262 _._  238(f) 

263 240(e) 

264 

271. 273 

272(a)-(i) 274(a)-(i) 

272(j) 274(k) 

272(k) 281(d) 

273(a)-(i) 279(a)-(i)  * 

273(j) 279(k) 

274(a) 282(a) 

274(b) 282(b),(c) 

275(a)._._ 277(a)(1) 

275(b)._. _  277(a)(4) 

275(c) 277(a)(6) 

276(a).. 278(a) 

276(b) 278(c) 

276(c) 278(d) 


Section  of  Iftas  Act  Section  of  1W8  A«fc 

277 277(b) 

2«1 1103 

292 274(j) 

293 275 

294 276 

295 270(c)(2) 

296 274(k) 

297.. __ 279(j) 

298 282(c) 

299_ 

311(a), (b)(1). __  280(a), (b)(1) 

311(b)(2) 280(b)(3) 

311(b)(3) 

311(c), (d) _  280(c),(d) 

311(e).. _ 281(d) 

311(f) 280(f) 

312(a)-(c) 281(a)-(c) 

321 272 

322(a),(b) 284(a),(b) 

322(c) 284(d) 

322(d) 284(e) 

322(e) 

501-507 

601-. 1000 

602-605. 

606(a),(b) 1106(b) 

606(c) 

607-609. 1106(a) 

610-613 

614(a) 1116(a) 

614(b) 1116(b)(1) 

614(c) 

614(d) 1116(c) 

615... iii7 

616.. 

617(a), (b) 1122(a),(b) 

618,619 

701(a)(l)-(4)...  2(a)(l)-(^ 

701(a)(5) 200(b) 

701(a)(6) 200(c) 

701(a)(7) 200(e) 

701(a)(8) 200(f) 

701(a)(9) 2(a)(5) 

701(a)(10) 2(a)(6) 

701(a)(ll) 2(a)(7) 

701(a)(12) 2(a)(8) 

701(a)(13) 2(a)(9) 

701  (a)  (14) 2(a)  (10) 

701(b).. 2(b) 

702-713 

714 1200(b) 

715 1213 

716 1214 


Articles  of  Regulations  69  and  corresponding  articles  of  Regulations  74 


Article  of 
Reg.  69 


Article  of 
Reg.  74 


1 -  11 

2 12,  1021 

8 —  13 

4 -  14 

11 21 

12 -  22 

13 611 

21 -  41 

22 321 

23 322 

24 323 

25 -  324 

26 361 

31 51 

82-- 52 

33.- 53 

34 54 

35 55 

36 -  334 

». 66 

d8 57 

39 58 

40 59 

41.- 60 

42 361 

43 61 

44 362 

46 363 

46 364 

47 62 

48 63 

49 64 

50 331 

61 332 

62 333 

71 81 

72 82 

73 83 

74 84 

75 85 

76 86 

77 87 

78 — 

79. 87 

80 88 

81 

82 87 

83 89 

84 90 

86 


Article  of 
Reg.  69 

86 

87 

88 


ArUcleof 
Reg.  74 

641 

642 

643 

89 761,  1042,1102 

90 91 

91.- 335 

92-. 1041 

93-. 674 

101 - 121 

102 122 

103 123 

104 124 

106 --  125 

106 126 

107 127 

108- - 128 

109 129 

110 _  130 

111 131 

112 342 

121 141 

131 151 

132. 152 

133. 153 

134 154 

135 161 

141.- 171 

142 172 

143.- —  173 

144 174 

146 175 

146 661 

161 191 

152 192 

153 193 

164 194 

166 -  195 

161 201 

162 202 

163 203 

164 204 

165 205 

166 206 

167 207 

168 208 

169 209 

170 210 

201. 221 

202 222 

203 223 


Article  of 
Reg.  69 


204- 

205 

206 _ 

207 

208 

209.. 

210... 

211- 

212 

213 

214 

215 

216 

217 

218 

219 

220 

221 - 

222 _ 

223 - 

224 

225 

226 - 

227 

228 

229 

230 _ 

231 

232 

233 

234 

236 

236 

237 

261 

261 

271-. 1061,1133 

291 281 

292 282 

293 283 

294 284 

301 291 

302 292 

303 293 

304... 294 

305 295 

306 1061 

311 1022 

312 1023 

313 lOM 


Articieof 
Reg.  74 

.   224 

225 

.   226 

.   227 

228 

.   229 

.   230 

231 

232 

-  233 
.   234 

-  235 
.   236 

-  237 
.  238 
.  239 
.   240 

241 
242 

.  243 
244 

_   245 

-  246 
.  247 
.  248 
.  249 
.  250 
.   251 

-  252 

-  253 
.  254 
.  256 
_  266 
_   257 

261 


^ 
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Article  of  Article  ot 

K«g.  60  Reg.  74 

314 1025 

316 1026 

316.._ 1072 

317 671 

318.„ ._  672 

319-. _  673 

320.. _ 674 

321. _  675 

322 676 

323.. _  677 

324 678 

325 679,1051 

326- 680 

827 681 

328 682 

329 683 

330 684 

331 1071,1134 

335 -  901 

336 902 

337 911 

338 903 

341 _ 861 

342 ._  862 

343__. _  863 

344 864 

346.- 871 

346 

347 _  881 

351„._ 641 

362 _  542 

363 543 

361.— _  761 

362 _. 762 

363 _.  763 

364 764 

365 765 

m] ^^'*' 

368 

369 766 

370 _  768 

371„ 

372 

373 769 

374 770 

381 691 

382 692 

383 693 

884- 694 


Article  of  Artide  of 

Reg.  69  Reg.  74 

385 _-  695 

386_ 696 

387. ._  697 

401 381 

402. _  382 

403- - 383 

404.. 1081 

405_- 

406 384 

407 _  385 

411. _. 941 

412_-_ 942 

421___ 741 

422_ 742 

423. 743 

424. 744 

425 745 

431 371 

441... 401 

442... 746 

443 402 

444- 403 

445 404 

446 1211 

447- 

501 31 

502. 31 

503 31 

511 521 

512. 522 

513 523 

514 524 

515- _  525 

516 526 

517 527 

518 528 

519 529 

520- 530 

521 631 

622. 

523 532 

53K 41 

541 51 

542- 65 

543 66 

644 67 

646 68 

546- 69 

547 70 

648 71 


Article  of  Article  ot 

Reg.  69  Reg.  74 

549 1001 

550. 1101 

561 121 

562 262 

563 176 

564__ 141 

565 761 

566 _  161 

667. 132 

568.. 1011 

569 1012 

570... 1013 

571 1014 

572 1111,1133 

581. 281 

582 _ 282 

591 _  801 

601 781 

611 691 

612 698 

621 391 

622. 392 

623. 1015 

624 

625 871 

631 

632 781 

633 782 

634... 738 

635- 784 

636 

637 736 

651 401 

661 _  961 

671 961 

681. 971 

682.. 972 

683- 973 

684 974 

685 976 

686 976 

687-. _  977 

691 991 

692 992 

693 993 

1060-- 831 

1065 841 

1071.- 811 

1072. 812 

1073 813 


1. 


Artide  of 
Reg.  69 

1074... 

1075 

1076 

1077 

1078 

1079 

1080 

1090 

1091 

1092 

1093 

1094 

1101 

1111 

1121 

1131 

1132 

1133 

1135 

1136 

1137 

1141 

1142 

1143 

1144 


Article  of 
Reg.  74 

.   814 


815-817 


818 
421 
422 
423 
424 
425 

851 
1141 


- 1131 

- 1131 

1132 

.-  1151 

_ 1152 

1153 

1154 

1201 431,1091,  1121 


1202. 
1203. 
1204. 
1205. 
1206. 
1211. 
1221. 
1231. 
1232. 
1233- 
1234. 
1235. 
1251. 
1261. 
1271. 
1272. 
1273. 
1281- 
1282. 
1291. 


432 


451 

1161 
1171 
1172 
1173 


Article  of 
Reg.  69 


Article  of 
Reg.  74 


1201 
1202 

1181 
1182 
1231 


1241 
1191 
1192 
1251 
1252 
1253 
1254 
1257 

801 
411 


1301 


1292- 

1293- 

1294 

1301- .._. 

1302 

1303.... __. 

1304.- 

1305 

1306 

1311. 

1321 

1322 

1331 

1341.. 

1351 

1352 1255,  1256 

1361 791 

1371 

1391 

1392 _ 

1393-- 

1394 

1395-- 434 

1396 433 

1501. 1311 

1502.. ._  1312 

1503.- __  1313 

1504.. 1314 

1505.. 1315 

1506 1316 

1507 _  1317 

1508 1318 

1509. 1319 

1521 -  1320 

1522.. 1321 

1523 341 

1541 621 

1542 622 

1543 623 

1544 624 

1545 _   625 

1546 626 

1547 627 

1548 628 

1549 629 

1561 561 


Article  of 
Reg.  69 

1562... 

1571... 

1572... 

1573... 

1574--. 

1575--. 

1576--. 

1577--. 

1578--. 

1579-.. 

1580--. 

1591--. 

1592--. 

1593--. 


Artide  ef 
Reg.  74 

661 

671 

672 

678 

574 

676 

676 

577 

678 

.   579 

580 

591 

692 

698 


1594 595,596 

1595 594 

1596 59T 

1597 598 

1598 599 

1599 ,._-  600 

1600 601 

1601 602 

1602 611 

1603 604 

1611 101 

1612 102 

1613 _  108 

1614 104 

1615 _  106 

1616 106 

1617 107 

1618 108 

1621 651 

1622 662 

1623 663 

1624 654 

1625 

1626 656 

1631 561 

1651 601 

1652 502 

1653 891,931 

1654 503 

1661 311,921 

1662 312 

1700 1501 


Articles  of  Regulations  74  and  corresponding  articles  of  Regulations  69 


Artide  of 
Reg.  74 

1 

11 

12 


Article  of 
Reg.  69 


1 
2 


Article  of 
Reg.  74 

13 

14 

21 


Article  of 
Reg.  69 

3 

4 

11 


Article  at 
R«g.M 


Artide  of 
Reg.  74 

22 __         12 

31 601-503 

41 21.531 


Artkleof  Artiotoof 

Rig.  74  R«K.  00 

61 31,541 

52 82 

63 33 

04  —  -  —  _  —  —  _.•_«>  —  •.  o4 

66' 36 

66 37 

67 38 

58-- _  39 

69_-_ _  40 

60 -  41 

61 43 

62__ 47 

63-_ -  48 

04  —  —  —  —  —  —  •  —  —  —  __._  4 If 

65 542 

e6.-_ _  643 

67 544 

68 - 545 

09 546 

70 547 

71 -  648 

SI 71 

82__- 72 

83 _  73 

84 74 

86 76 

86 76 

87 77,79,82 

88 -  80 

89 83 

WJ— —  —  —  —  --  —  —  —  —  —  _  _  C$4 

il-- -  90 

101 1611 

102 1612 

103 1613 

104 1614 

105 1615 

106 1616 

107 1617 

108 1618 

121 101,561 

122 102 

123 103 

124 104 

125 105 

126 106 

127 107 

128 108 

129 109 

130 110 


APPENDIX 

Ajrtide  of  Article  of 

Reg.  74  Reg.  69 

132 567 

141 121,564 

151 131 

152 132 

153-- 133 

154__ 134 

161 135,566 

171 141 

172- 142 

173.- 143 

174 -__  144 

175- 145 

176--- 563 

191 151 

192 152 

193-_ 153 

194 154 

195 -.  155 

201-- 161 

202 162 

203 163 

204-.. 164 

205- 165 

206 166 

207 167 

208 168 

209 169 

210_- 170 

221-- 201 

222.. 202 

223 203 

224 204 

225 205 

226 _. 206 

227. - 207 

228-.. 208 

229 209 

230 210 

231 _  211 

232- 212 

233 213 

234 214 

235. 215 

236 216 

237 217 

238 _  218 

239 219 

240 220 

241 221 

242 222 

243 223 


Article  of  Article  of 

Reg.  74  Beg.  68 

244 224 

245 225 

246... 226 

247 227 

248 228 

249-. 229 

250- 230 

251___ 231 

252.-- 232 

253- 233 

254 234 

255 235 

256. 236 

257 237 

261 251 

262- _ 562 

271 

281 291,681 

282--. 292,582 

283 293 

284.-. 294 

291 301 

292 302 

293 303 

294 304 

295 305 

301 __  591 

311 1661 

312 1662 

321. 22 

322- 23 

323 24 

324- 25 

331__ - 50 

332... 51 

333- 52 

334- _ 36 

335 91 

341... 1523 

342 112 

351-.. 42 

352. 44 

353- 45 

354 46 

355 

361 26 

371 431,625 

381 401 

382 402 

383 403 

384 406 


f- 
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433 


^p^ 


.■'7 


Article  of  Article  of 

Reg.  74  Reg.  69 

385 407 

391-- 621 

392 622 

401-. 441,651 

402 443 

403--- _  444 

404 445 

411 1321 

421 1090 

422 1091 

423 1092 

424 1093 

425 1094 

481 1201 

432 1202 

433 1396 

434 1395 

451 1211 

601 1651 

602 1652 

603.- 1654 

611 13 

621 511 

622 512 

523 513 

524 514 

525 515 

526 516 

527 517 

628 518 

529 519 

630 520 

531 521 

632 523 

541 351 

642 _  352 

543 353 

651 1631 

661 1561,1562 

571 1571 

672 1572 

673-- 1573 

574.. 1574 

575 1575 

676... -_.  1576 

677 1577 

678 - 1578 

679 1579 

580 1580 

691. 1591 

692 1592 


Article  of  Article  of 

Reg.  74  Reg.  69 

593 1593 

594.. 1595 

595 1  ,^^^ 

596 I  15^4 

597.-. 1596 

598 1597 

599 1598 

600 1599 

601 1600 

602 1601 

603 

604 1603 

611 1602 

621 1541 

622 1542 

623... 1543 

624 1544 

625 1545 

626.. 1546 

627._  1547 

628 1548 

629 1549 

641.. _.  86 

642 87 

643 88 

651 1621 

652 1622 

653 1623 

664 1624 

655 1626 

661 146 

671. 317 

672 _  318 

673 319 

674 93,320 

675 321 

676 322 

677 323 

678 324 

679 325 

680 326 

681 327 

682 328 

683-. ._  329 

684 ___  330 

691. _ 381,611 

692 382 

693 383 

694 384 

695 385 

696 386 


Article  of 
Reg.  74 

697. 

ArtMeof 
Beg.  09 

387 

698 

612 

711-715 

731 

682 

732-- 

633 

733 

634 

734-    

635 

735 

637 

741 

421 

742 

422 

743 

_   --       423 

744 

424 

745 

-   -         425 

746 

442 

761 89,361,565 

762 362 

763 363 

764 364 

765 365,369 

7661 

767 366,367 


768 
769 
770 
781 
791 
801 
811 
812 
813 
814 
815 
816 
817 
818 
831 
841 
851 
861 
862 
863 
864 
871 
881 
891 
901 
902 
903 
911 
921 
931 


370 

373 

374 

601 

1361 

1311 

1071 

1072 

1073 

1074 


1075-1079 


1080 

1060 

1065 

1111 

341 

342 

343 

344 

345 

347 

1653 

335 

336 

338 

337 

1661 

1653 
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Articto  of  Article  of 

Bag.  74  Beg.  f» 

Ml 411 

042 412 

»51 - 661 

961 671 

»71— 681 

»72 682 

»7a 683 

»74 684 

976-_ 685 

976 686 

977. 687 

991 691 

992 692 

993 693 

1001 549 

1011. 568 

1012 669 

1013 670 

1014.. 571 

1015-. 623 

1021 2 

1022... 311 

1023 312 

1024 313 

1025 314 

1026.. 315 

1041 92 


Article  of  Article  of 

Beg.  74  Beg.  69 

1042 89(1) 

1061 271,325 

1061 306 

1071 331 

1072 316 

1081 404 

1091 _ 1201 

1101 650 

1102 89 

1111 572 

1121 1201 

1131 1135,1136 

1132-- __  1137 

1133 271,672 

1134 331 

1141 1121 

1151- 1141 

1152 1142 

1153 1143 

1154 1144 

1161 - 1231 

1171... 1232 

1172 1233 

1173 1234 

1181 1281 

1182 1282 

1191 1293 


Article  of  Article  of 

Beg.  74  Beg.  69 

1192 1294 

1201 1271 

1202 1272 

1211 446 

1231 1291 

1241 1292 

1251 1301 

1252. _. 1302 

1253 1303 

1254 1304 

1255 1352 

1256 1352 

1257...^ 1305 

1301 1341 

1311 1501 

1312 1502 

1313 1503 

1314 1504 

1315 1505 

1316 1506 

1317 1507 

1318 1508 

1319 1509 

1320 1521 

1321 1522 

1501 1700 
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EEGULATIONS  75 


BELATING  TO 


CONSOLIDATED   RETURNS   OF   AFFILIATED    CORPORATIONS 

PRESCRIBED  UNDER  SECTION  141(b)  OF  THE  REVENUE  ACT  OF  1928 

(Applicable  to  the  taxable  year  1929  and  subsequent  taxable  years) 


SECTION  141  OF  THE  REVENUE  ACT  OF  1928 

Section  141  of  the  Revenue  Act  of  1928  provides  as  follows : 

,ii:|i|iiU!!"'''iir.t 

SEC.  141.  CONSOLIDATED  RETURNS  OF  CORPORATIONS— 1929 
AND  SUBSEQUENT  TAXABLE  YEARS. 

(a)  Privilege  to  file  consolidated  returns. — ^An  affiliated  group  of 
corporations  shall,  subject  to  the  provisions  of  this  section,  have  the 
privilege  of  making  a  consolidated  return  for  the  taxable  year  1929 
or  any  subsequent  taxable  year,  in  lieu  of  separate  returns.  The 
making  of  a  consolidated  return  shall  be  upon  the  condition  that  all 
the  corporations  which  have  been  members  of  the  affiliated  group  at  any 
time  during  the  taxable  year  for  which  the  return  is  made  consent 
to  all  the  regulations  under  subsection  (b)  prescribed  prior  to  the 
making  of  such  return;  and  the  making  of  a  consolidated  return 
shall  be  considered  as  such  consent.  In  the  case  of  a  corporation 
which  is  a  member  of  the  affiliated  group  for  a  fractional  part  of 
the  year  the  consolidated  return  shall  include  the  income  of  such 
corporation  for  such  part  of  the  year  as  it  is  a  member  of  the  affiliated 
group. 

(b)  Kegnlations. — The  Commissioner,  with  the  approval  of  the 
Secretary,  shall  prescribe  such  regulations  as  he  may  deem  necessary 
in  order  that  the  tax  liability  of  an  affiliated  group  of  corporations 
making  a  consolidated  return  and  of  each  corporation  in  the  group, 
both  during  and  after  the  period  of  affiliation,  may  be  determined, 
computed,  assessed,  collected,  and  adjusted  in  such  manner  as  clearly 
to  reflect  the  income  and  to  prevent  avoidance  of  tax  liability. 

(o)  Computation  and  payment  of  tax. — In  any  case  in  which  a  consoli- 
dated return  is  made  the  tax  shall  be  determined,  computed,  assessed, 
collected,  and  adjusted  in  accordance  with  the  regulations  under  sub- 
section (b)  prescribed  prior  to  the  date  on  which  such  return  is  made. 
Only  one  specific  credit,  computed  as  provided  in  section  26(b),  shall 
be  allowed  in  computing  the  tax. 
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(d)  Befinltioii  of  **  AfflUated  group. '* — ^As  used  in  this  section  an 
''affiliated  group"  means  one  or  more  chains  of  corporations  con- 
nected through  stock  ownership  with  a  common  parent  corporation  if — 

(1)  At  least  95  per  centum  of  the  stoclt  of  each  of  the  corpora- 
tions (except  the  common  parent  corporation)  is  owned  directly  by 
one  or  more  of  the  other  corporations ;  and 

(2)  The  common  parent  corporation  owns  directly  at  least  96 
per  centum  of  the  stock  of  at  least  one  of  the  other  corporations. 

As  used  in  this  subsection  the  term  "  stock  "  does  not  include  nonvoting 
stock  which  is  limited  and  preferred  as  to  dividends. 

(e)  A  consolidated  return  shall  be  made  only  for  the  domestic  cor- 
porations within  the  affiliated  group.  An  insurance  company  subject  to 
the  tax  imposed  by  section  201  or  204  shall  not  be  included  hi  the  same 
consolidated  return  with  a  corporation  subject  to  the  tax  imposed  by 
flection  13. 

(f)  China  Trade  Act  oorporations. — ^A  corporation  organized  under 
the  China  Trade  Act,  1922,  shall  not  be  deemed  to  be  affiliated  with 
any  other  corporation  within  the  meaning  of  this  section. 

(g)  Corporations  deriving  income  from  possessions  of  XTnited  States. — 
For  the  purposes  of  this  section  a  corporation  entitled  to  the  benefits 
of  section  251,  by  reason  of  receiving  a  large  percentage  of  its  income 
from  possessions  of  the  United  States*  shall  be  treated  as  a  foreign 
corporation. 

(h>  Subsidiary  formed  to  comply  with  foreign  law. — In  the  case  of 
a  domestic  corporation  owning  or  controlling,  directly  or  indirectly, 
100  per  centum  of  the  capital  stock  (exclusive  of  directors'  qualifying 
shares)  of  a  corporation  organized  under  the  laws  of  a  contiguous  for- 
eign country  and  maintained  solely  for  the  purpose  of  complying  with 
the  laws  of  such  country  as  to  title  and  operation  of  property,  such 
foreign  corporation  may,  at  the  option  of  the  domestic  corporation,  be 
treated  for  the  purpose  of  this  title  as  a  domestic  corporation. 

(i)  Suspension  of  running  of  itatute  of  limitations.— If  a  notice 
under  section  272(a)  in  respect  of  a  deficiency  for  any  taxable  year 
is  mailed  to  a  corporation,  the  suspension  of  the  running  of  the  statute 
of  limitations,  provided  in  section  277,  shall  apply  in  the  case  of  cor- 
porations with  which  such  corporation  made  a  consolidated  return  for 
such  taxable  year.   . 

(j)  Allocation  of  income  and  deductions.— For  allocation  of  income 
and  deductions  of  related  trades  or  businesses,  see  section  45. 

APPUCATION  OF  REGULATIONS 

(a)  1929  amd  Subsequent  Years, 

These  regulations  are  applicable  only  to  the  taxable  year  1929  and 
to  subsequent  taxable  years. 

(h)  1928  <md  Prior  Years. 

The  regulations  applicable  to  the  taxable  year  1928  will  be  found 
as  a  part  of  Regulations  74  (arts.  731  to  735,  inclusive),  and  the  regu- 
lations applicable  to  the  taxable  year  1927  or  any  prior  taxable  year 
will  be  found  in  the  prior  regulations,  and  the  amendments  thereto. 
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(c)  Basis  of  Property  Acquired  through  IrUercompan/y  TranMa- 
turns  during  1928  or  Prior  Years, 

The  regulations  prescribed  under  section  113(a)  (12)  of  the  Reve- 
nue Act  of  1928,  applicable  to  the  basis,  after  the  period  of  affilia- 
tion, of  property  acquired  through  an  intercompany  transaction,  dur- 
ing the  taxable  year  1928  or  any  prior  taxable  year,  will  be  found 
in  Regulations  74  (art.  603). 

INTERPRETATIONS  OF  SECTION  141 

Interpretations  of  section  141  of  the  Act  will  be  found  in  Regula- 
tions 74.^ 

AUTHORITY  FOR  REGULATIONS 

The  following  regulations  are  hereby  prescribed  pursuant  to  the 
authority  of  section  141(b)  of  the  Revenue  Act  of  1928.* 

PART  L— GENERAL  PROVISIONS 

Aktici£  1.  Privilege  of  Filing  Consolidated  Eetnms. 

(a)  Section  141  gives  to  the  corporations  of  an  affiliated  group  the 
privilege  of  making  a  consolidated  return  for  the  taxable  year  1929 
or  a  ay  subsequent  taxable  year,  in  lieu  of  separate  returns.  This 
privilege,  however,  is  given  upon  the  condition  that  aU  corporations 
which  have  been  members  of  the  affiliated  group  at  any  time  during 
the  taxable  year  for  which  the  return  is  made  consent  to  these  regu- 
lations, and  any  amendments  thereof  duly  prescribed  prior  to  the 
making  of  the  return  and  applicable  to  such  year;  and  the  making 
of  the  consolidated  return  is  considered  as  such  consent. 


1  Reprinted  for  convenience  as  an  appendix  to  these  regulations. 

a  The  report  of  the  Committee  on  Finance  (S.  Eept  No.  960,  70th  Cong.,  Ist  aesB.,  p. 
15)  accompanying  the  Revenue  Bill  of  1928  contains  the  following  statement  (a  similar 
statement  being  cocrtained  also  tn  the  statement  of  the  managers  on  the  part  of  the 
House,  accompanying  the  conference  report  upon  the  bill,  see  H.  Bept  No.  1882,  TOth 
Cong.,  1st  sess.,  pp.  16-17)  : 

"Among  the  regulations  wMch  it  is  expected  tliat  the  commissioner  will  prescribe  are: 
(1)  The  extent  to  which  gain  or  loss  shall  be  recognized  upon  the  sale  by  a  member  of 
the  aflUiated  group  of  stock  issued  by  any  other  member  of  the  affiliated  group  or  upon  the 
dissolution  (whether  partial  or  complete)  of  a  member  of  the  group;  (2)  the  basis  of 
property  (including  property  included  in  an  inventory)  acquired,  during  the  period  of 
affiliation,  by  a  member  of  the  affiliated  group,  including  the  basis  of  such  property  after 
such  period  of  affiliation;  (3)  the  extent  to  which  and  the  manner  hi  which  net  losses 
sustained  by  a  corporation  before  it  became  a  member  of  the  group  shall  be  deducted  in  the 
consolidated  return ;  and  the  extent  to  which  and  the  manner  in  which  net  losses  sus- 
tained during  the  period  for  which  the  consolidated  return  is  filed  shall  be  deducted  in 
any  taxable  year  after  the  affiliation  is  terminated  in  whole  or  in  part ;  (4)  the  extent  to 
which  and  the  manner  in  which  gain  or  loss  is  to  be  recognized,  upon  the  withdrawal  of 
one  or  more  corporations  from  the  group,  by  reason  of  transactions  occurring  during  the 
period  of  affiliation;  and  (5)  that  the  corporations  filing  the  consolidated  return  must 
designate  one  of  their  members  as  the  agent  for  the  group,  in  order  that  all  notices  may 
be  mailed  to  the  agent,  deficiencies  collected,  refunds  made,  interest  computed,  and  pro- 
ceedings before  the  Board  of  Tax  Appeals  conducted  as  though  the  agent  were  the 
taxpayer. 


Art.  1 


$141 


i. 


438 


APPENDIX 


(ft)  The  tax  liability  of  the  members  of  the  affiliated  group  for 
such  year  will  be  determined  in  accordance  with  such  regulations  and 
without  regard  to  any  amendment  thereto  promulgated  subsequent 
to  the  filing  of  such  return. 

Airr.  2. — Befinitioiis. 

(a)  Ad. 

The  term  "Act "  means  the  Revenue  Act  of  1928. 

(h)  Affiliated  Group. 

The  term  "  affiliated  group  "  includes  the  common  parent  corpora- 
tion and  every  other  corporation  for  the  period  during  which  such 
corporation  is  a  member  of  the  affiliated  group  within  the  meaning 
of  section  141  of  the  Act;  but  does  not  include  any  corporation  which 
under  section  141  can  not  be  included  in  a  consolidated  return  (for 
example,  a  foreign  corporation  or  a  corporation  treated  as  a  foreign 
corporation,  except  as  provided  in  section  141(h) ;  a  corporation  or- 
ganized under  the  China  Trade  Act,  1922 ;  an  insurance  company,  in 
the  case  of  a  consolidated  return  for  corporations  subject  to  the  tax 
imposed  by  section  13 ;  or  a  corporation  subject  to  the  tax  imposed 
by  section  IS,  in  the  case  of  a  consolidated  return  for  insurance 
companies). 

(c)  Oonsolidaied  Betum  Period. 

The  term  "consolidated  return  period"  means  the  taxable  year 
1929,  or  any  subsequent  taxable  year,  for  which  a  consolidated  return 
is  made  or  is  required, 

(d)  Submd4mry. 

The  term  "  subsidiary  "  means  a  corporation  (other  than  the  com- 
mon parent)  which  is  a  member  of  the  affiliated  group  during  any 
part  of  the  consolidated  return  period. 

(e)  Tm. 

The  term  "  tax ''  includes  any  interest,  penalty,  additional  amount, 
or  addition  to  the  tax,  payable  in  respect  thereof. 

(/)  Terms  defined  in  Revemte  Act  of  1028. 

Terms  which  are  defined  in  the  Act  shall,  when  used  in  these  regu- 
lations, have  the  meaning  assigned  to  them  by  the  Act,  unless  specifi- 
cally otherwise  defined.  (See,  for  example,  "  net  income,"  section  21  • 
«  gross  income,"  section  22 ;  "  taxable  year  "  and  "  fiscal  year,"  section 
48;  "net  loss,"  section  117;  "deficiency,"  section  271;  and  the  terms 
defined  in  section  701,  particularly  the  terms  "  person,"  "  stock,"  and 
"  corporation.") 

Akt.  3.— Appliealiility  of  other  Proviiions  of  Law. 

Any  matter  in  the  determination  of  which  the  provisions  of  these 
regulations  are  not  applicable  shall  be  determined  in  accordance  with 
the  provisions  of  the  Act  or  other  law  applicable  thereto. 
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Art.  10. — ^Exercise  of  Privilege. 

(a)  Must  he  Exercised  at  Time  Parent  Files  Return. 

The  privilege  of  making  a  consolidated  return  for  any  taxable  year 
of  an  affiliated  group  must  be  exercised  at  the  time  of  filing  the  re- 
turn of  the  parent  corporation  for  such  year.  Under  no  circum- 
stances can  such  privilege  be  exercised  at  any  time  thereafter.  If 
the  privilege  is  exercised  at  the  time  of  filing  the  .return,  separate 
returns  can  not  thereafter  be  filed  for  such  year.  (See,  however, 
article  18,  relating  to  the  improper  inclusion  in  the  consolidated 
return  of  the  income  of  a  corporation.) 

(h)  Effect  of  Tentative  Returns. 

In  no  case  will  the  privilege  under  paragraph  (a)  be  considered  as 
exercised  at  the  time  of  filing  a  so-called  "  tentative  return  "  (filed, 
for  example,  in  order  to  obtain  an  extension  of  time  for  the  filing  of 
the  return  required  by  law).  However,  if  any  such  tentative  return 
is  filed  upon  the  basis  of  a  consolidated  return  or  a  separate  return, 
the  return  required  by  law  must  be  filed  upon  the  same  basis,  unless 
upon  the  filing  of  the  return  required  by  law  (either  a  separate 
return  or  a  consolidated  return,  as  the  case  may  be)  the  payments 
theretofore  made  and  to  be  made  are  adjusted  in  a  manner  satis- 
factory to  the  Commissioner. 

Art.  11. — Consolidated  Eeturns  for  Subsequent  Years. 

(a)  Consolidated  Returns  Required  for  Subsequent  Tears. 

If  a  consolidated  return  is  made  for  the  taxable  year  1929  or  any 
taxable  year  thereafter,  a  consolidated  return  must  be  made  for  each 
subsequent  taxable  year  during  which  the  affiliated  group  remains  in 
existence  unless  (1)  a  corporation  (other  than  a  corporation  created 
or  organized,  directly  or  indirectly,  by  a  member  of  the  affiliated 
group)  has  become  a  member  of  the  group  during  such  subsequent 
taxable  year,  or  (2)  one  or  more  provisions  of  these  regulations, 
which  have  previously  been  consented  to,  have  been  amended,  or  (3) 
the  Commissioner,  prior  to  the  time  of  filing  the  return,  upon  appli- 
cation made  by  the  parent  corporation  and  for  good  cause  shown, 
grants  permission  to  change. 

(6)  Effect  of  Separate  Returns  When  Consolidated  Return  Re- 
quired. 

If  the  filing  of  a  consolidated  return  is  required  for  any  taxable 
year,  the  tax  liability  of  the  members  of  the  affiliated  group  shall  be 
computed  in  the  same  manner  as  if  a  consolidated  return  had  been 
filed,  even  though  separate  returns  are  filed ;  amounts  assessed  upon 
the  basis  of  separate  returns  shall  be  considered  as  having  been  as- 
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sessed  upon  the  basis  of  a  consolidated  retarn  •  and  «mn.,„f        •  j 
upon  the  basis  of  separate  returns  shall  beTn™de«d  .HT     T*^ 
paid  by  the  parent  corporation.    In  ^ch  cZ  tt  fin        *  ""^ 
retu^s  shall  not  be  c^dered  as  the  fiJng  ^^  IttuXr  Z"'""" 
^of  computing  any  period  of  Ii„,itation  or  L^  SelL  *      I?  a 

.ny  deficiency  be  l^JdS  2  tZ^SfrsS  "ylir*^"'''^  "'^^ 
(.)  ^^  Amiatea  Gro^  Remans  in  Fa>isT^^ 

coSdi^^"'^*'''*  '^^  regulations,  an  affiliated  group  shall  be 
WHMidered  as  remaining  in  existence  if  the  nar^nf  ^r^^    *• 
maim  a«  a  parent  and  at  least  one  mi  Jdilt  C^L  aEld"  •?.' 
It,  whether  or  not  such  subsidiary  was  a  memhTr Tf  ^  ,*^ 

time  the  group  was  formed  and  wW^  .  •**  ^""P  "*  ^^^^ 

tions  ha^beLe  Xdtl'oTtat  I^*  LX  T'^.^P- 
"f  «-« -fter  the  group  was  foZ^      <»-ed  to  be  subsidiaries  at 

id)  When  Aviated  Group  Terminatet. 

con^deSrC^a'ti'^  r^'*T'  ""  •^'»**'''  ^^^  *«"  »- 
parent  oHf7h»!.™  1,    .^^  P*'"^"*  corporation  ceases  to  be  the 

parent  or  if  there  is  no  subsidiary  affiliated  with  it.  °  "«  "»e 

Am  la-Ming  Consolidated  Betura  M,d  other  Rm.. 
(a>  CongolUated  Return  Filed  bv  Parent 
A  consolidated  return  shall  be  made  on  V^^  non  u    .i 
corporation  for  the  affiH«fP,?  ^.         o  ^.     ™  "^  ^^  *«  Parent 
the  time  and^  Se  £  l^.f^  ^n    ?°«'\'^t"">  «haU  be  filed,  at 

for  the  filSg  o^  a  ipfrTtetS^*^      *".'  "*  ^''^  '"^"*'*'  ^^'^^''^ 
401  of  EegltioLT)  ^  ""*  corporation.     (See  article 

11^      subsidiary  must  prepare  two  duplicate  orimnals  of  T?nr™ 
1122,  consenting  to  these  regulations  and  authorizin^^h!  L      . 
poration  to  file  a  consolidated  returTwiTS/for  tIT   Z' 
year  and  authorizing  the  parent  corpor^tiin  (or   "  tte  pvI  *^'l'' 
failure,  the  Commissioner  or  the  Sllect^^  ^  fSu  l^   '*^ 

return  on  its  behalf  (as  lnn„  .Jj*  *=»"«p«>r)  to  file  a  consolidated 
.  "Buaii  ^as  long  as  it  remains  a  memhor  nt  fko  „-^     \ 

for  each  year  thereafter  for  which,  under  artideTl  L?\^%^^"P^J 
a  consolidated  return  is  reauired  n!!  T  W  ^^'  *^*  ^^'"^  "' 
tached  to  the  consolidI53S^"  ^^Ij^t  ^"^  t""  '^  •»*- 
shall  be  filed,  at  or  before  SeTr^p  tK  ^  rf  **•!'  ""'^  *•»*  «*»»«' 
in  the  office  of  the  ^ZrtX Z^:;^^rlZ^:  ^""^ 
of  a  separate  return  by  such  subsidii.rv     v  u  ^*^  ^^'"^^ 

withdrawn  or  revoked  at^y  ^^Sr  Z^lvT^T  ^'^  ^ 
filed.  ''^  ^  ^^  consolidated  return  is 
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(c)  AffMation  ScTiedvles  FUed  hy  Parent, 

The  parent  corporation  must  prepare  Form  851  (Revised  January, 
1929 — ^Affiliation  Schedules),  and  such  form  must  be  attached  to  the 
consolidated  return,  as  a  part  thereof. 

{d)  Persons  Qwdified  to  Swea/r  to  Retwms  and  Forms, 

Each  return  or  form  required  to  be  made  or  prepared  by  a  corpora- 
tion must  be  sworn  to  by  the  persons  then  qualified  to  swear  to  a 
separate  return  of  such  corporation. 

{e)  Signatyres  m  case  Suhsidia/ry  has  left  Grmjt/p. 

It  will  be  observed  that  Form  1122  is  required  even  though  the 
subsidiary  (because  of  a  dissolution  or  sale  of  stock,  or  otherwise) 
has  ceased  during  the  taxable  year  of  the  parent  corporation  to  be  a 
member  of  the  group.  Accordingly,  it  may  be  advisable  for  the 
parent  corporation  to  obtain  the  signature  to  the  form  prior  to  the 
time  the  subsidiary  ceases  to  be  a  member  of  the  group. 

Aht.  13. — Change  in  Affiliated  Gronp  During  Taxable  Year. 

(This  article  has  no  bearing  upon  the  question  as  to  whether  a 
consolidated  return  may  or  must  be  filed,  but  relates  only  to  the 
effect  of  changes  in  the  affiliated  group  during  the  taxable  year.) 

(a)  General  Rule. 

Except  as  hereinafter  provided,  a  consolidated  return  must  include 
the  income  of  the  parent  and  of  each  subsidiary  for  the  entire 
taxable  year. 

(&)  Formation  of  Affiliated  Growp  after  Beginning  of  Yewr, 

If  an  affiliated  group  is  formed  after  the  beginning  of  the  taxable 
year  of  the  corporation  which  becomes  the  parent,  the  consolidated 
return  must  include  the  income  of  the  parent  for  its  entire  taxable 
year  (excluding,  of  course,  any  portion  of  such  year  during  which  its 
income  is  included  in  the  consolidated  return  of  another  affiliated 
group)  and  the  income  of  each  subsidiary  from  the  time  it  became  a 
member  of  the  group. 

(c)  Complete  Termination  of  Aviated  Group  prior  to  Close  of 
Taxable  Tear. 

If  an  affiliated  group  is  terminated  prior  to  the  close  of  the  taxable 
year  of  the  group,  the  consolidated  return  must  include  the  income 
of  the  parent  for  its  entire  taxable  year  (excluding  any  portion  of 
such  year  during  which  its  income  is  included  in  the  consolidated 
return  of  another  affiliated  group)  and  of  each  subsidiary  for  the 
period  prior  to  the  termination.     (See  paragraphs  {c)  and  (d)  of 

article  11,  in  determining  whether  the  group  has  terminated.) 

(d)  Addition  to  Group  of  a  Subsidiary  during  Tear, 

If  a  corporation  becomes  a  member  of  the  affiliated  group  during 
the  taxable  year  of  the  group,  the  consolidated  return  must  include 
its  income  from  the  time  it  became  a  member  of  the  group. 
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(e)  Elimmatwn  from  Group  of  a  Svibmdmy  during  Year, 
If  II  subsidiary  ceases  to  be  a  member  of  the  affiliated  group  during 
&e  taxable  year  of  the  group,  the  consolidated  return  must  include 
its  income  for  the  period  during  which  it  was  a  member  of  the  group. 
(/)  PerML  of  SO  dmfs  or  Less  may  he  Di^egarded, 
A  subsidiary  may  at  its  option  be  considered  as  having  been  a 
member  of  the  affiliated  group  during  the  entire  taxable  year  of  the 
group  (or  during  the  entire  period  of  the  existence  of  the  subsidiary, 
whichever  is  shorter)  if  the  period  during  which  it  was  not  a  mem- 
ber of  such  group  does  not  exceed  30  days.    If  a  corporation  has 
been  a  member  of  the  affiliated  group  for  a  period  of  less  than  31 
days  during  the  taxable  year  of  the  group,  it  may  at  its  option  be 
considered  as  not  having  been  a  member  of  the  group  during  the 
taxable  year.    An  option  under  this  paragraph  must  be  exercised  at 
or  before  the  time  the  consolidated  return  is  filed. 

ig)  Separate  Retwrm  for  Periods  not  Indvded  m  Consolidated 
Eetvfm^ 

If  a  corporation,  during  its  taxable  year,  becomes  a  member  of  an 
affiliated  group,  its  income  for  the  portion  of  such  taxable  year  not 
included  in  the  consolidated  return  of  such  group  must  be  included 
in  a  separate  return  (or,  if  a  member  of  another  affiliated  group  which 
files  a  consolidated  return  for  such  period,  then  in  such  consolidated 
return).  If  a  corporation  ceases  to  be  a  member  of  the  affiliated 
group  during  the  taxable  year  of  the  group,  its  income  for  the  period 
after  the  time  it  ceased  to  be  a  member  of  the  affiliated  group  must 
be  included  in  a  separate  return  (or,  if  it  becomes  a  member  of  another 
affiliated  group  which  files  a  consolidated  return  for  such  period,  then 
in  such  consolidated  return). 

(A)  Tims  for  FUing  Separate  Returns  for  Periods  not  Included  in 
Consolidated  Return, 

If  a  corporation,  during  its  taxable  year,  becomes  a  member  of  an 
affiliated  group,  the  separate  return  required  for  the  portion  of  its 
taxable  year  during  which  it  was  not  a  member  of  the  group  must  be 
made  on  or  before  the  fifteenth  day  of  the  third  month  following  the 
close  of  its  taxable  year.  For  example,  corporation  P,  reporting  its 
income  on  a  calendar  year  basis,  acquires  on  January  1,  1929,  all  the 
stock  of  corporation  S,  which  reports  its  income  on  a  fiscal  year  basis 
ending  March  31.  P  and  S  elect  to  file  a  consoHdated  return  for  the 
calendar  year  1929.  The  separate  return  of  S  for  the  taxable  period 
April  1,  1928,  to  December  31,  1928,  should  be  filed  on  or  before 
June  16, 1929. 

Akt.  14.— Accounting  Period  of  an  Affiliated  Group. 

The  taxable  year  of  the  parent  corporation  shall  be  considered  as 
the  taxable  year  of  an  affiliated  group  which  makes  a  consolidated 
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return,  and  the  consolidated  net  income  must  be  computed  on  the  basis 
of  the  taxable  year  of  the  parent  corporation. 

Art.  15. — Liability  for  Tax. 

(a)  Several  Liability  of  Members  of  Affiliated  Group. 

Except  as  provided  in  paragraph  (Z>),  the  parent  corj)oration  and 
each  subsidiary,  a  member  of  the  affiliated  group  during  any  part  of 
a  consolidated  return  period,  shall  be  severally  liable  for  the  tax 
(including  any  deficiency  in  respect  thereof)  com^^uted  upon  the  con- 
solidated net  income  of  the  group. 

{h)  Liability  of  Subsidiary  after  Withdranjoal. 

If  a  subsidiary  by  reason  of  a  bona  fide  sale  of  stock  for  fair  value 
has  ceased  to  be  a  member  of  the  affiliated  group  its  liability  under 
paragraph  {a)  shall  remain  unchanged,  except  that  if  such  cessation 
occurred  prior  to  the  date  upon  which  any  such  deficiency  is  assessed 
(other  than  by  a  jeopardy  assessment),  such  deficiency  in  the  case  of 
such  former  subsidiary  shall  be  reduced  to  an  amount  equal  to  such 
part  as  may  be  allocable  to  it  upon  the  basis  of  the  consolidated  net 
income  properly  assignable  to  it.  In  no  case,  however,  shall  any 
demand  for  the  payment  of  any  deficiency  be  made,  or  any  distraint 
or  proceeding  in  court  for  the  collection  thereof  be  begun,  against 
such  former  subsidiary  prior  to  the  determination  by  the  Commis- 
sioner that  the  amount  of  the  deficiency  can  not  be  collected  from  the 
parent  corporation  and  the  corporations  (if  any)  remaining  members 
of  the  affiliated  group. 

(<?)  Effect  of  Intercompany  Agreements, 

Any  agreement  entered  into  by  one  or  more  members  of  the  affili- 
ated group  with  any  other  members  of  such  group  or  with  any  other 
person  shall  in  no  case  have  the  effect  of  reducing  the  liability 
prescribed  under  this  article. 

{d)  Liaibility  of  Transferee  not  Affected, 

This  article  shall  not  be  considered  as  extinguishing  or  diminish- 
ing any  liability,  at  law  or  in  equity,  of  a  transferee  of  property  of  a 
taxpayer,  including  any  liability  under  any  provision  of  law,  State 
or  Federal,  relating  to  liabilities  pursuant  to  corporate  dissolution 
or  transfer  or  distribution  of  assets,  whether  or  not  in  connection 
with  a  merger  or  consolidation. 

Art.  16. — ^Parent  Agent  for  Subsidiaries. 

(a)  Scope  of  Agency  of  Parent, 

Except  as  provided  in  paragraphs  (6)  and  {c)  of  this  article 
(relating  to  the  effect  of  the  withdrawal  of  a  subsidiary  or  the  disso- 
lution of  the  parent) — 

The  parent  corporation  shall  be  for  all  purposes,  in  respect  of  the 
tax  for  the  taxable  year  for  which  a  consolidated  return  is  made  or  is 
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required,  the  agent  of  each  corporation  which  during  any  part  of  such 
year  was  a  member  of  the  affiliated  group,  duly  authorized  in  the 
name  of  the  parent  to  act  for  and  represent  each  such  corporation  in 
all  matters  relating  to  such  tax;  the  parent  corporation  shall  be  the 
sole  agent  for  such  corporations  in  such  matters;  and  such  corpora- 
tions shall  not  have  authority  to  act  for  or  represent  themselves  in 
any  such  matter.  For  example,  all  correspondence  will  be  carried  on 
directly  with  the  parent ;  deficiency  letters  will  be  mailed  only  to  the 
parent,  and  the  mailing  to  the  parent  shall  be  considered  as  a  mailing 
to  each  such  corporation;  the  parent  will  file  petitions  and  conduct 
proceedings  before  the  Board  of  Tax  Appeals,  and  any  such  petition 
shall  be  considered  as  having  also  been  filed  by  each  such  corporation; 
the  parent  will  file  claims  for  refund  or  credit ;  refunds  will  be  made 
directly  to  and  in  the  name  of  the  parent  and  will  discharge  any 
liability  of  the  Government  in  respect  thereof  to  any  such  corpora- 
tion; and  the  parent  in  its  name  will  give  waivers,  give  bonds,  and 
execute  closing  agreements,  offers  in  compromise,  and  all  other  docu- 
ments,  and  any  waiver  or  bond  so  given,  or  agreement,  offer  in  com- 
promise, or  any  other  document  so  executed,  shall  be  considered  as 
having  also  been  given  or  executed  by  each  such  corporation.  Not- 
withstanding the  provisions  of  this  paragraph,  however,  any  defi- 
dency  letter,  in  respect  of  the  tax  for  a  consoUdated  return  period, 
will  name  each  corporation  which  was  a  member  of  the  affiliated 
group  during  any  part  of  such  period,  and  any  assessment  (whether 
of  the  original  tax  or  of  a  deficiency)  will  be  made  in  the  name  of 
each  such  corporation  (but  a  failure  to  include  the  name  of  any  such 
corporation  will  not  affect  the  validity  of  the  deficiency  letter  or  the 
assessment  as  to  the  other  corporations) ;  and  any  notice  or  demand 
for  payment,  any  distraint  (or  warrant  in  respect  thereof),  any  levy 
(or  notice  in  respect  thereof),  any  notice  of  a  lien,  or  any  other 
proceeding  to  collect  the  amount  of  any  assessment,  after  the  assess- 
ment has  been  made,  will  name  the  corporation  from  which  such  col- 
lection is  to  be  made.  The  provisions  of  this  paragraph  shall  apply 
whether  or  not  a  consolidated  return  is  made  for  any  subsequent  year, 
and  whether  or  not  one  or  more  subsidiaries  have  become  or  have 
ceased  to  be  members  of  the  group  at  any  time  (but  see  paragraph 
(h)  of  this  article). 

(h)  Effect  of  Withdran/xd  of  Sv^sidiwry. 

For  the  purpose  of  the  assertion,  assessment,  and  collection  of  any 
deficiency,  and  of  a  credit  or  refund  of  any  amount  paid  by  a  former 
subsidiary  as  a  deficiency  determined  under  article  15  (5),  but  for 
no  other  purpose,  the  agency  of  the  parent  corporation  in  respect  of 
any  subsidiary  which  has  ceased  to  be  a  member  of  the  affiliated 
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group  shall  be  terminated  upon  the  expiration  of  30  days  (or  prior 
thereto  if  the  Commissioner  consents)  from  the  date  upon  which  the 
Commissioner  receives  notice  from  such  subsidiary  that  it  has  ceased 
to  be  a  member  of  the  affiliated  group  and  that  it  is  terminating  such 
agency.  For  example,  if  a  subsidiary  has  ceased  to  be  a  member  of 
the  group  (and  if  the  30-day  period  has  expired)  prior  to  the  mail- 
ing of  a  deficiency  letter  to  the  parent,  a  separate  deficiency  letter 
will  be  mailed  in  due  course  to  the  subsidiary  in  respect  of  its  defi- 
ciency if  it  becomes  necessary  to  enforce  its  liability. 

(c)  Effect  of  Dissolution  of  Parent, 

In  the  event  that  the  parent  corporation  is  contemplating  disso- 
lution,  or  is  about  to  be  dissolved,  or  if  for  any  other  reason  its  ex- 
istence is  about  to  terminate,  it  shaU  be  its  duty  forthwith  to  notify 
the  Commissioner  of  such  fact  and  to  designate  another  agent  to 
act  as  agent  in  its  place,  to  the  same  extent  and  subject  to  the  same 
conditions  and  limitations  as  are  applicable  to  the  parent  corpora- 
tion.  Until  such  notice  in  writing  and  such  designation  have  been 
received  by  the  Comimissioner,  any  notice  or  deficiency  letter  mailed 
to  the  parent  corporation  shall  be  considered  as  having  been  properly 
mailed  to  the  agent  of  the  group;  or,  if  the  Commissioner  has  reason 
to  believe  that  the  existence  of  the  parent  corporation  has  terminated, 
he  may,  if  he  deems  it  advisable,  deal  directly  with  any  member  of 
the  affiliated  group  in  respect  of  its  liability. 

Akt.  17.— Waivers. 

(a)  Effect  of  Wcawer  given  hy  Parent, 

Any  consent  given  by  the  parent  corporation  (or  by  an  agent  in 
accordance  with  paragraph  {c)  of  article  16)  extending  the  timt 
within  which  an  assessment  may  be  made  or  distraint  or  proceeding 
in  court  begun,  in  respect  of  the  tax  for  a  consolidated  return  period, 
shall  be  applicable  (1)  to  each  corporation  which  was  a  member  of  th« 
affiliated  group  during  any  part  of  such  period  (whether  or  not  any 
such  corporation  has  ceased  to  be  a  member  of  the  group),  and  (2) 
to  each  corporation  the  income  of  which  was  included  in  the  consoli- 
dated return,  or  which  filed  Form  1122,  for  such  period,  even  though 
it  is  subsequently  determined  that  such  corporation  was  not  a  member 
of  the  group. 

(5)  Acceptance  of  Wafers  from  Parerd  and-  Alleged  Subsidiary, 

In  no  case  will  a  separate  waiver  be  accepted  from  a  corporation 
the  income  of  which  was  included  in  the  consolidated  return  (for 
example,  a  corporation  which  the  Commissioner  determines  was  not 
a  member  of  the  group),  or  which  filed  Form  1122,  unless  a  waivei 
is  also  obtained  from  the  parent  corporation,  or  unless  the  Commis^ 
sioner  is  dealing  directly  with  such  corporation  to  enforce  its  liability. 
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Abt.  18. — ^Failure  to  Comply  with  Bcgrulations. 

(a)  Exclusion  of  a  Svhsidmi^  fr^omComolidated  Return, 
If  there  has  been  a  failure  to  include  in  the  consolidated  return  the 
income  of  any  subsidiary,  or  a  failure  to  file  any  of  the  forms  re^ 
quired  by  these  regulations,  notice  thereof  shall  be  given  the  parent 
corporation  by  the  Commissioner,  and  the  tax  liability  of  each  mem- 
ber of  the  affiliated  group  shall  be  determined  on  the  basis  of  separate 
returns  unless  such  income  is  included  or  such  forms  filed  within 
the  period  prescribed  in  such  notice,  or  any  extension  thereof,  or 
unless  under  article  11  a  consolidated  return  is  required  for  such 
year. 

(ft)  Parent  Ineoi^ectly  Designated  in  Consolidated  Return, 
If  a  consolidated  return  includes  a  corporation  as  the  parent  and 
such  corporation  was  not  (under  the  provisions  of  section  141  of 
the  Act)  the  parent,  the  tax  liability  of  each  corporation  included 
in  the  return  will  be  computed  in  the  same  manner  as  if  separate 
returns  had  been  filed,  unless,  upon  application,  the  Commissioner 
approves  the  making  of  a  consolidated  return,  or  unless  under 
article  11  a  consolidated  return  is  required  for  such  year. 

(c)  Inclusion  of  Subsidiary  not  a  Member  of  Group. 

If  a  consolidated  return  includes  a  corporation  as  a  subsidiary 
and  such  corporation  was  not  a  member  of  the  affiliated  group  during 
the  consolidated  return  period,  the  tax  liability  of  such  corporation 
will  be  determined  upon  the  basis  of  a  separate  return  and  the  con- 
solidated return  shall  be  considered  as  including  only  the  corpora- 
tions which  were  members  of  the  affiliated  group  during  such  period. 

(d)  Effect  of  Authorization  and  Consent  FUed  Pwrsuofnt  to 
Notice, 

If  Form  1122  is  filed  by  any  corporation,  pursuant  to  a  notice  under 
paragraph  {a)  of  this  article,  it  shall  be  considered  for  all  purposes 
as  if  such  corporation  had  joined  in  the  making  of  the  consolidated 
return. 

(e)  Allocation  of  Payments  in  the  Event  of  Change  to  Separate 
Betu^ms, 

In  any  case  in  which  amounts  have  been  assessed  upon  the  basis  of 
a  consolidated  return  and  the  tax  liabilities  of  the  corporations  in- 
cluded in  the  consolidated  return  are  to  be  computed  in  the  same 
manner  as  if  separate  returns  had  been  filed,  the  assessments  shall  be 
adjusted,  and  such  amounts  shall  be  allocated  to  such  corporations  in 
such  manner  as  they  may  agree  upon  or,  in  the  absence  of  an  agree- 
ment, allocated  by  the  Commissioner  to  such  corporations  upon  the 
basis  of  their  net  incomes  as  shown  upon  the  consolidated  return. 
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PART  ra.— COMPUTATION  OF  TAX,  RECOGNITION  OF  GAIN 

OR  LOSS,  AND  BASIS 

Art.  30. — Computation  of  Tax. 

(a)  Tax  Computed  on  Consolidated  Net  Income  of  Group , 

In  the  case  of  an  affiliated  group  which  makes,  or  is  required  to 
make,  a  consolidated  return  for  any  taxable  year,  the  tax  liability  of 
each  corporation  for  the  period  during  such  year  that  it  was  a  mem- 
ber of  such  group  shall  be  computed  upon  the  consolidated  net  in- 
come of  the  group,  determined  in  accordance  with  these  regulations. 
(See,  however,  article  15,  relating  to  the  liability  of  the  members  of 
the  group.) 

(h)  Allowance  of  Credit, 

For  the  allowance  and  the  computation  of  the  credit  of  $3,000,  as 
provided  in  section  26  (b)  of  the  Act,  see  Regulations  74. 

Abt.  31. — Consolidated  Net  Income. 

{a)  Definition, 

Except  as  otherwise  provided  in  these  regulations,  the  consolidated 
net  income  of  an  affiliated  group,  which  makes  or  is  required  to  make 
a  consolidated  return  for  any  taxable  year,  shall  be  the  aggregate  of 
the  gross  income  of  each  of  the  members  of  such  group  less  the 
aggregate  of  the  allowable  deductions  of  each  of  such  members,  ex- 
cept that  gain  or  loss  will  not  be  recognized  upon  transactions  be- 
tween members  of  the  group  (referred  to  in  these  regulations  as 
"  intercompany  transactions  "). 

(&)  Statements  and  Schedules  for  Suhsidimies, 

The  statement  of  gross  income  and  deductions  and  the  several 
schedules  required  by  the  instructions  on  the  return  must  be  pre- 
pared and  filed  by  the  parent  corporation  in  columnar  form  so  that 
the  details  of  the  items  of  gross  income  and  deductions  for  each  mem- 
ber of  the  consolidated  group  may  be  readily  audited.  Such  state- 
ments and  schedules  shall  include  in  columnar  form  a  reconciliation 
of  surplus  for  each  such  corporation,  together  with  a  reconciliation 
of  the  consolidated  surplus.  Consolidated  balance  sheets  as  of  the 
beginning  and  close  of  the  taxable  year  of  the  group,  taken  from  the 
books  of  the  group,  shall  accompany  the  consolidated  return  prepared 
in  a  form  similar  to  that  required  for  reconciliation  of  surplus. 

Art.  32. — ^Method  of  Computation  of  Net  Income  for  Period  of  Less  Than 
Twelve  Months. 

If  a  corporation,  during  the  taxable  year  of  the  group,  becomes  a 
member  or  ceases  to  be  a  membe**  of  an  affiliated  group  which  makes 
or  is  required  to  make  a  consolidated  return  for  such  year,  the  income 
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of  siicli  corporation  to  be  included  in  the  consolidated  return  shall 
b©  computed  on  the  basis  of  its  income  as  shown  by  its  books  (sub- 
ject to  the  elimination  of  items  exempt  from  taxation  and  the  addi- 
tion of  items  not  allowable  as  deductions  in  computing  net  income) 
if  the  accounts  are  so  kept  that  the  income  for  the  period  during 
which  it  is  a  member  of  the  group  can  be  clearly  and  accurately  deter- 
mined. If  the  accounts  are  not  so  kept,  the  income  to  be  included 
in  the  consolidated  return  shall  be  that  portion  of  its  income  for  the 
full  taxable  year  which  the  number  of  days  that  its  income  to  be 
included  in  the  consolidated  return  bears  to  the  number  of  days  in  the 
taxable  year  of  such  corporation;  but  any  items  of  gain  or  loss  which 
may  clearly  and  accurately  be  determined  to  be  attributable  to  trans- 
actions during  such  period  shall  be  included  in  the  consolidated 
return  and  shall  not  be  apportioned. 

Abt.  as. — Ckun  or  Loss  from  Sale  of  Stock  or  Bonds. 

Gain  or  loss  from  the  sale  or  other  disposition  (whether  or  not 
during  a  consolidated  return  period),  by  a  corporation  which  during 
any  period  of  time  (after  the  beginning  of  the  taxable  year  1929) 
has  been  a  member  of  an  affiliated  group  which  makes  or  is  required 
to  make  a  consolidated  return,  of  any  share  of  stock  or  any  bond 
issued  by  another  corporation  which  during  any  part  of  such  period 
was  a  member  of  the  same  group,  shall  be  determined,  and  the  extent 
to  which  such  gain  or  loss  shall  be  recognized  shall  also  be  determined, 
in  the  same  manner,  to  the  same  extent,  and  upon  the  same  conditions 
as  though  such  corporations  had  never  been  affiliated  (see  sections 
111  to  116,  inclusive,  of  the  Act,  and  the  regulations  thereunder), 

(1)  In  the  case  of  a  disposition  (by  sale,  dissolution,  or  otherwise) 
during  a  consolidated  return  period  to  another  member  of  the  affil- 
iated  group  (see  articles  31  and  37) ;  and 

(2)  The  basis  for  determining  the  gain  or  loss,  in  the  case  of  shares 
of  stock  held  during  any  part  of  a  consolidated  return  period,  shall  be 
determined  in  accordance  with  article  34;  and 

(3)  As  provided  in  articles  35  and  36  (imposing  certain  limita- 
tions upon  losses  otherwise  allowable  upon  sales  of  stock  or  bonds). 

Abt.  34. — Sale  of  Stock — ^B^s  for  determining  Gain  or  Loss. 

(a)  Scope  of  Article, 

This  article  prescribes  the  basis  for  determining  the  gain  or  loss 
upon  any  sale  or  other  disposition  (hereinafter  referred  to  as  "  sale  ") 
by  a  corporation  which  is  (or  has  been)  a  member  of  an  affiliated 
group  which  makes  (or  has  made)  a  consolidated  return  for  the 
taxable  year  1929  or  any  subsequent  taxable  year,  of  any  share  of 
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stock  issued  by  another  member  of  such  group  (whether  issued  before 
or  during  the  period  that  it  was  a  member  of  the  group  and  whether 
issued  1)ef ore,  during,  or  after  the  taxable  year  1929),  and  held  by  the 
selling  corporation  during  any  part  of  a  consolidated  return  period. 
(For  the  basis  in  the  case  of  sales  of  bonds,  see  article  35.)  The 
paragraphs  of  this  article  are  applicable  to  sales  during  different 
periods  of  time,  as  follows : 

(1)  Sales  which  do  not  break  the  affiliation — ^paragraph  (&) ; 

(2)  Sales  which  break  the  affiliation  and  which  are  made  during 
the  period  that  the  selling  corporation  is  a  member  of  the  affiliated 
group  (whether  or  not  during  a  consolidated  return  period) — para- 
graph (<?) ;  t 

(3)  Sales  made  after  the  selling  corporation  has  ceased  to  be  a 
member  of  the  affiliated  group — ^paragraph  (d). 

(h)  Sales  which  do.  not  Break  Aflliation. 

If  notwithstanding  any  such  sale  the  issuing  corporation  remains 
a  member  of  the  affiliated  group,  such  basis  shall  be  determined  and 
adjusted  in  the  same  manner  as  if  the  selling  corporation  and  the 
issuing  corporation  had  never  been  members  of  an  affiliated  group. 
(See  sections  111  to  115,  inclusive,  of  the  Act,  and  articles  561  to  629, 
inclusive,  of  Regulations  74.) 

{c)  Sales  which  hreak  Affiliation  made  wh£Le  Selling  Corporalion 
is  Member  of  Chowp, 

If  the  sale  is  made  during  a  period  during  which  the  selling  cor- 
poration is  a  member  of  the  affiliated  group  (whether  or  not  during 
a  consolidated  return  period),  and  if,  as  a  result  of  such  sale,  the 
issuing  corporation  ceases  to  be  a  member  of  the  affiliated  group,  such 
basis  shall  be  determined  as  follows : 

(1)  The  aggregate  basis  of  all  shares  of  stock  of  the  issuing  cor- 
poration held  by  each  member  of  the  group  (exclusive  of  the  issuing 
corporation)  immediately  prior  to  the  sale,  shall  be  determined 
separately  for  each  member  of  the  group,  and  adjusted  in  accordance 
with  the  Act  (see  sections  111  to  115,  inclusive,  of  the  Act,  and 
articles  561  to  629,  inclusive,  of  Regulations  74) ; 

(2)  From  the  sum  of  the  aggregate  bases,  as  determined  in  para- 
graph (1)  above,  there  shall  be  deducted  the  aggregate  of  the  losses 
of  such  issuing  corporation  sustained  during  each  of  the  consolidated 
return  periods  (including  only  the  taxable  year  1929  and  subsequent 
taxable  years)  after  such  corporation  became  a  member  of  the  group 
and  prior  to  the  sale  of  the  stock,  to  the  extent  that  such  losses  could 
not  have  been  availed  of  by  such  corporation  as  a  net  loss  in  com- 
puting its  tax  for  such  periods  if  it  had  made  a  separate  return  for 
each  of  such  periods ; 
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(3)  The  total  aggregate  basis  of  all  shares  of  stock,  after  making 
the  deduction  under  paragraph  (2),  shall  then  be  allocated  to  each 
member  of  the  group  which  holds  stock  in  the  issuing  corpoFation, 
im  the  ratio  that  the  basis  of  each,  as  determined  under  paragraph 
(1),  is  to  the  sum  of  the  bases  of  all ; 

(4)  The  aggregate  basis  as  determined  under  paragraph  (3)  for 
each  member  of  the  group  shall  then  be  equitably  apportioned 
among  the  various  classes  of  stock  held  by  such  member  according 
to  the  circumstances  of  the  case — ordinarily  in  the  ratio  that  the 
basis  of  each  class  of  stock  held  by  it  at  the  time  of  the  sale  is  to  the 
sum  of  the  bases  of  each  class  of  stock  held  by  it; 

(5)  The  basis  of  each  share  of  stock  of  each  class  held  by  a  mem- 
W  of  the  group  shall  then  be  determined  by  dividing  the  basis 
apportioned  to  such  class  under  paragraph  (4)  by  the  total  number 
of  shares  of  such  class  held  by  it. 

Examples: 

AppMoatian  of  (c)  (^)  above 

Corporations  P  and  S  are  affiliated  and  file  consolidated  returns 
showing  the  following  gains  and  losses  (losses  indicated  by  paren- 
theses) : 


Year 

P 

s 

Consoli- 
dated 

mao 

$100,000 
40,000 
50,000 
40,000 

($40,000) 
10,000 
(20,000) 
25,000 

$60,000 

IMNI 

50,000 

IWl 

30,000 

1932 

65,000 

January  1,  1933,  P  sells  the  stock  of  S.  The  adjustment  to  be 
made  to  the  basis  of  the  stock  for  losses  sustained  by  S  during  the 
consolidated  return  periods  is  $30,000,  computed  as  follows: 

Loss  for  1929 $40, 000 

Less  income  for — 

1930 $10, 000 

1931 None. 

10,000 

,    •30  ooQ 

Loss  for  1931 ^ $20, 000 

Less  income  for  1932 25, 000        None. 

Total  adjustment  for  losses $30,000 

Application  of  (c)   {S)  above 

Corporations  P,  Sj,  and  Sg  are  affiliated  and  file  consolidated 
returns  for  1929,  1930,  and  1931.  The  investments  in  stocks  of 
affiliated  corporations  are  as  follows : 
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I 


% 


P  stock  Si.. 

P  stock  Si.. 
8i  stock  8  J. 


Common 


$100,000 
50,000 
50,000 


Percent 


100 
SO 
fiO 


January  1,  1932,  P  sells  its  stock  in  Sg.  The  aggregate  basis  of 
Sg's  stock  determined  under  paragraph  (1)  is  $100,000.  Assuming 
that  the  adjustment  under  paragraph  (2)  is  $20,000,  the  total  adjusted 
basis  becomes  $80,000.  Proportioning  this  adjustment  basis  to  P  and 
Si,  in  the  ratio  of  the  basis  of  each  ($50,000)  to  the  sum  of  the  bases 
($100,000),  gives  an  adjusted  basis  to  each  of  ($40,000). 

(d)  Sales  after  Selling  Corporation  has  ceased  to  he  a  Member  of 
the  Group. 

If  the  sale  is  made  after  the  selling  corporation  has  ceased  to  be  a 
member  of  the  affiliated  group,  such  basis  shall  be  determined  in  ac- 
cordance with  paragraph  (c)  of  this  article,  except  that — 

(1)  The  aggregate  basis  (under  subparagi^aph  (1)  of  such  para- 
graph) shall  be  determined  for  all  shares  of  the  issuing  corporation 
held  by  each  member  of  the  group  inmiediately  prior  to  the  time  the 
selling  corporation  ceased  to  be  a  member  of  the  group  (rather  than 
immediately  prior  to  the  sale)  ;  and 

(2)  The  allocations  (under  subparagraph  (3)  of  such  article)  shall 
be  made  to  each  member  of  the  group  which  held  stock  of  the  issuing 
corporation  immediately  prior  to  the  time  the  selling  corporation 
ceased  to  be  a  meml^er  of  the  group  (rather  than  to  the  members 
holding  such  stock  at  the  time  of  the  sale) ;  and 

(3)  The  basis  of  each  share  of  stock  held  by  the  selling  corporation 
(determined,  as  above,  as  of  the  time  the  selling  corporation  ceased 
to  be  a  member  of  the  group)  shall  then  be  adjusted  in  accordance 
with  the  Act  (see,  particularly,  sections  111  to  115,  inclusive,  of  the 
Act  and  articles  561  to  629,  inclusive,  of  Regulations  74)  in  order  to 
determine  the  basis  at  the  time  of  the  sale. 

(e)  Liwdtation  on  Adjustment  For  Losses, 

No  deduction  shaU  be  made  under  paragraph  (c)  (2)  of  this  article, 
in  the  event  of  a  consolidated  net  loss  which  was  sustained  more  than 
two  years  prior  to  the  close  of  the  taxable  year  during  which  the  sale 
was  made  and  which  was  not  availed  of  by  the  members  of  the 
affiliated  group  in  computing  the  tax  for  the  consolidated  return 
period,  for  that  portion  of  such  net  loss  which  the  losses  of  the 
subsidiary  for  the  year  in  which  such  net  loss  was  sustained  bears  to 
the  aggregate  losses  of  each  of  the  members  of  the  group. 
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For  example,  corporations  P  and  S  are  affiliated  and  file  consoli- 
dated returns  showing  gains  and  losses,  as  follows : 


Year 


1929 
1930 
1931 
1932 


($10,000) 
16,000 
10,000 
12,000 


B 


($20,000) 
(18,000) 
(10,000) 
8.000 


Oonsoli- 
dated 


($30,000) 

(3,000) 

None. 

20,000 


January  1,  1933,  P  sells  the  stock  of  S.  In  computing  the  adjust- 
ment to  be  made  to  the  basis  of  the  stock  of  S  under  paragraph 
(c)  (2),  no  adjustment  will  be  made  for  the  loss  for  1929,  since  none 
of  the  consolidated  loss  for  that  year  was  availed  of  in  computing 
the  tax  for  the  consolidated  return  periods. 

(f)  DefmHon  of  "  Losses  "  and  "  Net  Losses^'' 

As  used  in  this  article  the  term  "  losses  "  means  the  excess  of  the 
allowable  deductions  over  the  gross  income,  determined  in  accordance 
with  the  provisions  of  the  revenue  act  applicable  to  the  period ;  and 
the  term  "  net  loss  "  means  a  net  loss  determined  in  accordance  with 
the  provisions  of  the  revenue  act  applicable  to  the  period. 

Akt.  35. — Sale  of  Bonds— Basis  for  deteimining  Gam  or  Loss. 

In  the  case  of  a  sale  or  other  disposition  by  a  corporation,  which 
is  (or  has  been)  a  member  of  an  affiliated  group  which  makes  (or  has 
made)  a  consolidated  return  for  the  taxable  year  1929  or  any  subse- 
quent taxable  year,  of  bonds  issued  by  another  member  of  such  group 
(whether  or  not  issued  while  it  was  a  member  of  the  group  and 
whether  issued  before,  during,  or  after  the  taxable  year  1929),  the 
basis  of  each  bond,  for  determining  the  gain  or  loss  upon  such  sale  or 
other  disposition,  shall  be  determined  in  accordance  with  the  Act 
(see,  particularly,  section  113  of  the  Act),  but  the  amount  of  any 
loss  otherwise  allowable  shall  be  decreased  by  the  excess  (if  any)  of 
the  aggregate  of  the  deductions  computed  under  paragraph  (c)  (2)  of 
article  34  over  the  aggregate  of  the  basis  of  the  stock  of  the  issuing 
corporation  as  computed  under  paragraph  (c)  (1)  or  (c?),  as  the  case 
may  be,  held  by  the  members  of  the  affiliated  group.  (See,  also, 
article  40  (c),  relating  to  disallowance  of  loss  upon  intercompany  bad 
debts.) 
Am*.  36.— limitation  on  Allowable  Losses  on  Sale  of  Stock  or  Bonds. 

(a)  General  Rule, 

No  lose  shall  be  allowed  under  article  33,  34,  or  35  upon  the  sale 
or  other  disposition  of  stock  or  bonds  to  the  extent  that  such  loss  is 
attributable  to  (1)  transfers  of  assets  within  the  affiliated  group  (by 
f?ale,  gift,  or  otherwise)  without  consideration  or  at  markedly  ficti- 
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tious  values,  during  the  period  of  affiliation  (whether  or  not  a  con- 
solidated return  was  filed  and  whether  before  or  after  the  taxable 
year  1929)  which  result  in  reducing  the  value  of  the  assets  of  such 
subsidiary  (minus  its  liabilities)  as  of  the  time  of  such  sale  or  other 
disposition  substantially  below  the  value  of  the  assets  of  such  sub- 
sidiary (minus  its  liabilities)  at  the  time  it  became  a  member  of  the 
affiliated  group,  or  (2)  a  distribution  during  a  period  of  affiliation  of 
earnings  or  profits  accumulated  prior  to  the  date  upon  which  the  dis- 
tributing corporation  became  a  member  of  the  affiliated  group. 

(5)  Qualification  of  General  Ride, 

Nothing  in  paragraph  (a)  of  this  article  shall  be  taken  as  in  any 
way  limiting  the  operation  of  the  provisions  of  the  Act  relating  to 
the  basis  for  determining  gain  or  loss  upon  the  sale  or  other  disposi- 
tion of  property  (see  sections  111  to  115,  inclusive,  and  articles  561 
to  629,  inclusive,  of  Regulations  74),  but  is  intended  as  in  addition 
to  and  not  in  substitution  for  such  provisions;  subject,  however,  to 
this  qualification;  that  to  the  extent  that  the  transfers  of  assets  re- 
ferred to  in  paragraph  (a)  are  taken  into  account  under  the  terms  of 
the  Act  in  making  adjustments  in  the  basis,  such  transfers  will  not  be 
taken  into  account  in  denying  losses  under  paragraph  (a) . 

Abt.  37. — ^Dissolntions — ^Recognition  of  Gain  or  Loss. 

(a)  During  Consolidated  Return  Period. 

Gain  or  loss  shall  not  be  recognized  upon  a  distribution  during  a 
consolidated  return  period,  by  a  member  of  an  affiliated  group  to 
another  member  of  such  group,  in  cancellation  or  redemption  of  all 
or  any  portion  of  its  stock;  and  any  such  distribution  shall  be  consid- 
ered an  intercompany  transaction. 

(b)  After  Consolidated  RePwm  Period, 

Any  such  distribution  after  a  consolidated  return  period,  whether 
in  complete  or  partial  liquidation,  shall  be  treated  as  a  sale  of  the 
stock,  and  the  adjustments  specified  in  articles  34  and  35  will  be  made, 
and  article  36  will  be  applicable. 

Abt.  38. — Basis  of  Property. 

(a)  General  Rule. 

Subject  to  the  provisions  of  paragraph  (6),  the  basis  during  a  con- 
solidated return  period  for  determining  the  gain  or  loss  from  the  sale 
or  other  disposition  of  property,  or  upon  which  exhaustion,  wear 
and  tear,  obsolescence,  and  depletion  are  to  be  allowed,  shall  be  de- 
termined and  adjusted  in  the  same  manner  as  if  the  corporations  were 
not  affiliated  (see  sections  111  to  115,  inclusive,  of  the  Act) ,  whether 
such  property  was  acquired  before  or  during  a  consolidated  return 
period.  Such  basis  immediately  after  a  consolidated  return  period 
(whether  the  affiliation  has  been  broken  or  whether  the  privilege  to 
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mtit^t^v"?^*^  ?*"™;^  °?  exercised)  shaU  be  the  same  as  im- 
mediately  prior  to  close  of  such  period. 

(h)  Intercompany  Tramactions. 
r^l  basis  prescribe  in  paragraph  {a)  shall  not  be  affected  by 
Tv  «U     -^  ?°f '/""°«  a  consolidated  return  period  (whether 

W^  ih^  V'7  7**'  "P"f  <i'«^["ti°«'  or  otherwise)  fn>m^  a  mem- 
ber of  the  affiliated  group  to  another  member  of  such  group 
M\Bamnot  Affected  by  Acquisition  or  Sale  of  Stock 
Neither  the  acquidtion  of  stock  of  a  corporation  nor  its  sale  or 

Sltnii'""  '^- "  **'*'*  '^\^^  °'  '^'  P^P^rty  of  such  corpo- 

I^!l  Lf  i!  t  "^^  ^^r  '"^  <"•  "P*"'  ^^''^^  exhaustion,  wear 
and  tear,  obsolescence,  and  depletion  are  to  be  allowed. 

Akt.  39. — luTentories. 

(a)  Consolidated  Return  FUed  after  Separate  Retimu 

inl^xThl"*'^"*''*"  ^'^^^  f  "^P''^"*^  ^«*"™  «"<i  i°  the  succeed- 
ing taxable  year  is  a  member  of  an  affiliated  group  which  makes  . 

Z^Stt^th"*"™'  ?^  1!^""  °*.^*^  °P*"'"S  in?entSry  to  be  us^fi; 
^^flZf^,^^"^^'^^^.  net  income  for  such  succeeding  taxable 
year  shaU  be  the  proper  value  of  the  closing  inventory  used  in  com 

coiporation  S  filed  a  separate  return  for  the  taxable  year  1928  It 
becomes  a  member  of  an  affiliated  group  for  the  taxable  year    929 

for  ?S"liirr$SrS'  ''"'  "''  T^"^-    '^  opening  invented 

(ft)  ^eporo^c  i?e<«m  /-jferf  after  Consolidated  Return 

hi  fillT'^™*!"^  ?^  ^°  "  "'^'"•^'"  •»*  «°  •ffiJ'^'ted  group  which 
has  filed  a  consolidated  return  and  in  the  succeeding  taxable  year  files 

a  separate  return  the  value  of  the  opening  inventory  to  be^d^ 

computmg  Its  net  mcome  for  such  succeeding  taxable  year  sSl  b^ 

^eproper  value  of  the  dosing  inventory  usJin  compu'^Sg  tnll^ 

dated  net  income  for  the  preceding  taxable  year.    For  example 

corporation  S  filed  a  consolidated  return  for  1929  and  a  sepTrat' 

return  for  1930.    The  proper  value  of  it.  closing  inventory  S  llS 

after  eliminating  intercompany  profits  was  $90,000.    Accordinely 

^opemng  inventory  for  computing  its  net  income  for  1930  will  U 

Abt.  40. — ^Bad  Debts. 

P^^"^^^  '^'■'^  rnm*a«<«««  Z>«my  Comolidated  Retwm, 

Intercompany  accounts  receivable  or  other  obUgations  which  are 
tbe  result  of  mtercompany  transactions  during  a  consolidated  return 
period  shall  not  be  deducted  as  bad  debts  during  a  consoliSS  X^ 
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(5)  ResulUng  From  Transactions  Prior  to  Consolidated  Reiwrm 
Period, 

No  deduction  shall  be  allowed  during  a  consolidated  return  period 
for  intercompany  accounts  receivable  or  other  obligations  resulting 
from  intercompany  transactions  during  the  period  of  filing  separate 
returns. 

{c)  Limitation  on  Allowance  after  Consolidated  Return  Periods 

The  rules  applicable  to  the  allowance  of  losses  upon  the  sale  of 
bonds  shall  be  applicable  to  the  allowance  after  the  consolidated 
return  period  as  a  bad  debt  of  an  intercompany  account  receivable  or 
other  obligation  resulting  from  an  intercompany  transaction  during 
the  consolidated  return  period.    (See  article  35.) 

Ari'.  41. — Net  Losses. 

{a)  Consolidated  Net  Loss  for  1929  or  subsequent  TaxncMe  Year. 

A  net  loss  sustained  by  an  affiliated  group  for  any  taxable  year  (that 
is,  1929  or  any  subsequent  taxable  year)  for  which  a  consolidated 
return  is  made  or  is  required  shall  be  allowed,  in  the  same  manner,  to 
the  same  extent,  and  upon  the  same  conditions  as  if  the  group  were 
a  single  corporation,  as  a  deduction  (1)  in  computing  the  consolidated 
net  income  of  such  group  for  the  succeeding  taxable  years,  or  (2)  if 
consolidated  returns  are  not  made  or  required,  then  in  computing 
the  net  income  of  the  parent  corporation  for  such  years,  or  (3)  if  the 
parent  becomes  a  subsidiary  in  another  affiliated  group  which  makes 
a  consolidated  return,  then  in  computing  the  consolidated  net  income 
of  such  other  group  for  such  years.  In  no  case  will  any  such  net  loss 
be  allowed  in  computing  the  net  income  of  a  subsidiary  (whether  on  a 
separate  return  or  a  consolidated  return  of  another  affiliated  group 
of  which  the  subsidiary  has  become  a  member). 

(ft)  Consolidated  Net  Loss  for  Years  prior  to  1929. 

A  consolidated  net  loss  sustained  for  either  of  the  two  taxabje  years 
immediately  preceding  the  taxable  year  1929,  in  the  case  of  a  parent 
corporation  and  one  or  more  other  corporations  which  made  • 
consolidated  return  for  such  year,  shall,  if  such  parent  is  a  member 
of  an  affiliated  group  which  makes  a  consolidated  return  for  the 
taxable  year  1929  or  the  next  succeeding  taxable  year,  be  allowed  as 
a  deduction  in  computing  the  consolidated  net  income  of  such  group 
for  1929  or  the  next  succeeding  taxable  year  in  the  same  manner,  to 
the  same  extent,  and  upon  the  same  conditions  as  if  such  group  were 
a  single  corporation  and  the  same  taxpayer,  except  that  no  part  of 
any  such  consolidated  net  loss  which  has  previously  been  allowed,  or 
is  allowable,  as  a  deduction  in  computing  the  net  income  of  any  such 
corporation  which  is  not  a  member  of  such  affiliated  group  during 
1929  or  the  next  succeeding  taxable  year,  shall  be  allowed  as  a  deduc- 
tion in  computing  such  consolidated  net  income  for  1929  or  the  next 
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succeeding  taxable  year.  In  no  case  will  any  such  consolidated  net 
loss  be  allowed  in  computing  the  net  income  for  the  taxable  year 
1969  or  the  next  succeeding  taxable  year  of  a  subsidiary  (whether  on 
a  separate  return  or  a  consolidated  return  of  another  affiliated  group) 
which  during  any  part  of  the  taxable  year  1929  or  the  next  succeeding 
taxable  year  is  a  member  of  an  affiliated  group  for  which  a  con- 
solidated  return  is  made. 

(c)  Net  Loss  Sttstained  by  Separate  Corparati&n  Prior  to  Oon^ 
solidated  Retwm  Period. 

A  net  loss  sustained  by  a  corporation  prior  to  the  date  upon  which 
its  income  is  included  in  the  consolidated  return  of  an  affiliated 
group  (including  any  net  loss  sustained  prior  to  the  taxable  year 
1929)  shall  be  allowed  as  a  deduction  in  computing  the  consolidated 
met  income  of  such  group  in  the  same  manner,  to  the  same  extent, 
and  upon  the  same  conditions  as  if  the  consolidated  income  were  the 
income  of  such  corporation;  but  in  no  case  in  which  the  affiliated 
status  is  created  after  January  1,  1929,  wiU  any  such  net  loss  be  al- 
lowed as  a  deduction  in  excess  of  the  cost  or  the  aggregate  basis  of 
the  stock  of  such  corporation  owned  by  the  members  of  the  stoud 

(d)  Taxable  Year,  ^      ^' 
Any  period  of  less  than  12  months  for  which  either  a  separate 

return  or  a  consolidated  return  is  filed,  under  the  provisions  of 
article  13,  shall  be  considered  as  a  taxable  year. 

Art.  42. — Credit  for  iVnreign  Taxes. 

The  credit  allowed  a  domestic  corporation  for  taxes  paid  or  ac- 
crued  during  the  consolidated  return  period  to  any  foreign  country 
or  to  any  possession  of  the  United  States  (under  section  131  of  the 
Act)  shall  be  computed  and  allowed  as  if  the  affiliated  group  were 
the  taxpayer. 

Abt.  43.^Bases  of  Computatioii. 

In  determining  consoHdated  net  income  all  members  of  the  affili- 
ated group  shall  adopt  that  method  of  accounting  which  clearly 
reflects  the  consoUdated  net  income.  A  method  of  accounting  which 
does  not  treat  with  reasonable  consistency  all  items  of  gross  income 
and  deductions  of  the  various  members  of  the  group  shall  not  be 
regarded  as  clearly  reflecting  the  consoUdated  net  mcome.  For  ex- 
ample,  one  member  of  the  group  wiU  not  be  permitted  to  report  items 
of  mcome  or  deductions  on  the  cash  basis  of  accounting,  while  an- 
other member  of  the  same  group  reports  the  same  or  similar  items  on 
tne  accrual  basis. 

H.  F,  Mires, 
Acting  Cofmrdssioner  of  Interned  Eevemce. 

Approved  January  3,  1929. 

"**■•   *V .  ivi  KiiT^yr 

Secretary  of  the  Treaswry. 
Art.  43  g  ^^j 
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APPENDIX  [REGULATIONS  75] 


(Articles  711  to  715,  inclnsive,  and  article  735  of  Regulations  74) 

Art.  711.  Consolidated  returns  of  affiliated  corporations  for  1929  and 
subsequent  taxable  years.— The  regulations  prescribed  under  section 
141  (b),  and  applicable  to  the  making  of  consolidated  returns  by 
affiliated  corporations  for  the  taxable  year  1929  and  subsequent 
taxable  years,  and  to  the  determination,  computation,  assessment, 
collection,  and  adjustment  of  tax  liabilities  under  consolidated 
returns  for  such  years,  have  been  promulgated  as  Regulations  75. 
For  convenience,  Regulations  75  are  reprinted  in  the  appendix  to 
these  regulations.    For  definition  of  taxable  year,  see  section  48. 

Art.  712.  Formation  of  and  changes  in  affiliated  group. — An  affiliated 
group  of  corporations,  within  the  meaning  of  section  141,  is  formed 
at  the  time  that  the  common  parent  corporation  becomes  the  owner 
directly  of  at  least  95  per  cent  of  the  stock  (as  defined  by  section 
141  (d) )  of  another  corporation.  A  corporation  becomes  a  member 
of  an  affiliated  group  at  the  time  that  one  or  more  members  of  the 
group  become  the  owners  directly  of  at  least  95  per  cent  of  its  stock. 
A  corporation  ceases  to  be  a  member  of  an  affiliated  group  at  the  time 
that  the  aggregate  of  its  stock  owned  directly  by  the  members  of  the 
group  becomes  less  than  95  per  cent. 

Art.  713.  Corporations  to  be  included  in  consolidated  returns  for  1W8 
and  subsequent  taxable  years. — ^A  consolidated  return  must  include 
every  domestic  corporation  which  \b  a  member  of  the  affiliated  group ; 
but  shall  not  include  a  foreign  corporation  (except  as  provided  in 
section  141  (h)  and  article  714) ;  a  corporation  organized  under  the 
China  Trade  Act,  1922;  a  corporation  entitled  to  the  benefits  of 
section  251 ;  or  an  insurance  company  subject  to  the  tax  imposed  by 
section  201  or  204,  in  the  case  of  a  consolidated  return  for  corpora- 
tions subject  to  the  tax  imposed  by  section  13;  or  a  corporation 
subject  to  the  tax  imposed  by  section  13,  in  the  case  of  a  consolidated 
return  for  insurance  companies  subject  to  the  tax  imposed  by  section 

201  or  204. 

Art.  714.  Foreign  corporations  which  may  be  treated  as  domestic  eor- 
porations. — ^In  the  case  of  a  domestic  corporation  owning  or  con- 
trolling, directly  or  indirectly,  100  per  cent  of  the  capital  stock  (ex- 
clusive of  directors'  qualifying  shares)  of  a  corporation  organized 
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under  tlie  kws  of  Cftnada  or  of  Mexico  and  maintained  solely  for  the 
purpose  of  complying  with  the  laws  of  such  country  as  to  title  and 
operation  of  property,  such  foreign  corporation  may,  at  the  option 
of  the  domestic  corporation,  be  treated  for  income  tax  purposes  for 
1928  and  subsequent  taxable  years,  as  a  domestic  corporation.  The 
option  to  treat  such  foreign  corporation  as  a  domestic  corporation  so 
that  it  may  be  included  in  a  consolidated  return  must  be  exercised  at 
the  time  of  making  the  consolidated  return. 

Akt.  715.  Alliywance  of  speoiilo  eiedit.— Only  one  specific  credit  «f 
$8,000  (see  section  26  (b)  and  article  301)  shall  be  allowed  against 
the  consolidated  net  income  of  an  affiiated  group  which  makes  a 
consolidated  return,  and  this  only  in  case  the  consolidated  net  income 
of  the  group  does  not  exceed  $25,000.    If  the  consolidated  net  in- 
come  of  the  group  is  more  than  $25,000,  the  tax  imposed  by  section 
13,  201,  or  204  shall  not  exceed  the  tax  which  would  be  payable  if 
the  $8,000  credit  were  allowed,  plus  the  amount  of  the  net  income  in 
excess  of  $25,000.    In  cases  where  a  consolidated  return  is  made  by 
utk  affiliated  group  for  a  fractional  part  of  a  year,  the  provisions  of 
section  47  and  article  371  are  applicable.     If  the  separate  return  of 
a  corporation  becoming  a  member  or  ceasing  to  be  a  member  of  an 
affiliated  group  making  a  consolidated  return,  is  made  for  a  period 
of  less  than  12  months,  such  return  is  for  a  fractional  part  of  a  year 
within  the  meaning  of  section  47  (e),  and  the  specific  credit  of  $3,000, 
if  allowable,  shall  be  reduced  as  therein  provided.     (See  article  371.) 
Akt.  735. — ^Taxable  year  of  affiliated  corporations  making  consolidated 
ntmi.— In  the  case  of  a  consolidated  return  of  affiliated  corporations 
the  consolidated  net  income  must  be  computed  on  the  basis  of  the  tax- 
able year  (calendaryear  or  fiscal  year)  of  any  one  of  the  affiliated  cor- 
porations,  except,  if  the  affiliated  group  of  corporations  has  a  parent 
corporation,  the  consolidated  net  income  must  be  computed  upon  the 
basis  of  the  taxable  year  of  the  parent  corporation.    However,  if  the 
corporations  properly  made  a  consolidated  return  for  the  taxable  year 
1927,  the  consolidated  net  income  for  the  taxable  year  1928  must  be 
computed  on  the  basis  of  the  same  taxable  year  upon  which  the  1927 
return  was  made,  unless  permission  to  change  is  granted  by  the  Com- 
missioner.   If  pursuant  to  this  article  the  taxable  year  of  a  group  of 
corporations  affiliated  under  the  provisions  of  section  142  (c)   (2) 
would  be  a  fiscal  year  beginning  in  1928,  a  consolidated  return  for  m 
fractional  part  of  a  year  may  be  filed  by  such  affiliated  corporations 
for  the  period  between  the  close  of  the  previous  fiscal  year  of  the 
group  and  December  31,  1928.    In  such  cases  the  period  beginning 
January  1,  1929,  shall  be  included  in  the  return  or  returns  for  the 
taxable  year  1929. 

Art.  735 
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PRINCIPAL  PROVISIONS  OF  THE  REVENUE  ACT  OF  1926, 
THE  REVENUE  ACT  OF  1924,  AND  THE  REVISED  STAT- 
UTES  RELATING  TO  INCOME  TAXES  FOR  1928  AND  SUB- 
SEQUENT TAXABLE  YEARS 


REVENUE  ACT  OF  1926 

rarruBNs  to  bb  public  bbcgbdb 

Sbo.  257.  [Revenue  Act  of  1926.]  (a)  Returns  upon  which  the  tax  has 
been  determined  by  the  Commissioner  shall  constitute  public  records; 
but,  except  as  hereinafter  provided  in  thLs  section  and  section,  1208, 
they  shall  be  open  to  inspection  only  upon  order  of  the  President  and 
under  rules  and  regulations  prescribed  by  the  Secretary  and  ap- 
proved by  the  President.  Whenever  a  return  is  oj^n  to  the  inspection 
of  any  iierson  a  certified  copy  thereof  shall,  upon  request,  be  furnished 
to  such  person  under  the  rules  and  regulations  prescribed  by  the  Com- 
missioner with  the  approval  of  the  Secretary.  The  Commissioner 
may  prescribe  a  reasonable  fee  for  furnishing*  such  copy. 

(b)  (1)  The  Secretary  and  any  officer  or  employee  of  the  Treasury 
Department,  upon  request  from  the  Committee  on  Ways  and  Means  of 
the  House  of  Representatives,  the  Committee  on  Finance  of  the  Senate^ 
or  a  select  conmiittee  of  the  Senate  or  House  specially  authorized  to 
Investigate  returns  by  a  resolution  of  the  Senate  or  House,  or  a  joint 
committee  so  authorized  by  concurrent  resolution,  shall  furnish  su(4i 
committee  sitting  in  executive  session  with,  any  data  of  any  character 
contained  in  or  shown  by  any  return. 

(2)  Any  such  committee  shall  have  the  right,  acting  directly  as  a 
conmiittee,  or  by  or  through  such  examiners  or  agents  as  it  may 
designate  or  appoint,  to  inspect  any  or  all  of  the  returns  at  such  times 
and  in  such  manner  as  it  may  determine. 

(3)  Any  relevant  or  useful  information  thus  obtained  may  be  sub- 
mitted by  the  committee  obtaining  it  to  the  Senate  or  the  House,  or  to 
both  the  Senate  and  the  House,  as  the  case  may  be. 

(c)  The  proper  officers  of  any  State  may,  upon  the  request  of  the 
governor  thereof,  have  access  to  the  returns  of  any  corporation,  or 
to  an  abstract  thereof  showing  the  name  and  income  of  the  corporation, 
at  such  times  and  in  such  manner  as  the  Secretary  may  prescribe. 

(d)  All  bona  fide  shareholders  of  record  owning  1  per  centum  or 
more  of  the  outstanding  stock  of  any  corporation  shall,  upon  making 
request  of  the  Commissioner,  be  allowed  to  examine  the  annual  income 
returns  of  such  corporation  and  of  its  subsidiaries.  Any  shareholder 
who  pursuant  to  the  provisions  of  this  section  is  allowed  to  examine  th© 
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letQm  of  any  corporation,  and  who  makes  known  in  any  manner  what- 
ever not  provided  by  law  the  amonnt  or  sonrce  of  income,  profits, 
losses^  expenditures,  or  any  particular  thereof,  set  forth  or  disclosed  in 
any  such  return,  shall  be  guilty  of  a  misdemeanor  and  be  punished  by 
a  ine  not  exceeding  $1,000  or  by  imprisonment  not  exceeding  one  year, 
or  both. 

(e)  The  Commissioner  shall  as  soon  as  practicable  in  each  year 
cause  to  be  jM^epared  and  made  available  to  public  inspection  in  such 
manner  as  he  may  determine,  in  the  office  of  the  collector  in  each 
internal-revenue  district  and  in  such  other  places  as  he  may  deter- 
mine, lists  containing  the  name  and  the  post-ofBce  address  of  each 
person  making  an  income-tax  return  in  such  district 

PUBLICATION  OF  STATISTICS 

Sw3.  25a  [Revenue  Act  of  1926.}  The  Commissioner,  with  the  ap- 
proval of  the  Secretary,  shall  prepare  and  publish  annually  statistics 
reasonably  available  with  respect  to  the  operation  of  the  income, 
war-proflts  and  excess-profits  tax  laws,  Including  classifications  of  tax- 
payers and  of  income,  the  amounts  allowed  as  deductions,  exemptions, 
and  credits,  and  any  other  facts  deemed  pertinent  and  valuable. 

POWro  MOO  AND  THE  PHILIPPINE  ISLANDS 

Sbo.  2ei.  [Revenue  Act  of  1926.-\  In  Porto  Rico  and  the  PhiUppIne 
Islands  the  income  tax  shall  be  levied,  assessed,  collected,  and  paid 
as  provided  by  law  prior  to  the  enactment  of  this  Act. 

The  Porto  Rican  or  the  PhiUppine  Legislature  shall  have  power  by 
due  enactment  to  amend,  alter,  modify,  or  repeal  the  income  tax  Jawa 
In  force  in  Porto  Rico  or  the  Philippine  Islands,  respectively. 

c»UBir  BEvncw  or  boabd's  dboision 

Sk3.  lOOL  IBetmmie  Act  of  1926,  09  mHenOed  »y  Beation,  60S,  Reveme 
Aet  of  1298,1  (a)  The  decision  of  the  Board  midered  after  the  en- 
actment of  this  Act  (except  as  provided  in  subdivision  (J)  of  section 
283  and  in  subdivision  (h)  of  section  318)  may  be  reviewed  by  a  Circuit 
CSourt  of  Appeals,  or  the  Court  of  Appeals  of  the  District  of  Columbia, 
as  hereinafter  provided,  if  a  petition  for  such  review  is  filed  by  either 
the  Commissioner  or  the  taxpayer  within  six  months  after  the  decision 
is  rendered. 

(b)  Such  courts  are  authorised  to  adopt  rules  for  the  filing  of  such 
petition,  the  preparation  of  the  record  for  review,  and  the  conduct 
of  proceedings  upon  such  review  and,  until  the  adoption  of  such 
rules,  the  rules  of  such  courts  relating  to  appellate  proceedings  upon 
a  writ  of  error,  so  far  as  applicable,  shall  govern. 

(c)  Notwithstanding  any  provision  of  law  imposing  restrictions  on 
the  assessment  and  coUection  of  deficiencies,  such  review  shall  not 
operate  as  a  stay  of  assessment  or  collection  of  any  portion  of  the 
amount  of  the  deficiency  determined  by  the  Board  unless  a  petition 
for  review  in  respect  of  such  portion  is  duly  filed  by  the  taxpayer 
and  then  only  If  the  taxpayer  (1)  on  or  before  tiie  time  his  peti- 
tion for  review  Is  filed  has  filed  with  the  Board  a  bond  in  a  sum 
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fixed  by  the  Board  not  exceeding  double  the  amount  of  the  portion 
of  the  deficiency  in  respect  of  which  the  petition  for  review  is  filed, 
and  with  surety  approved  by  the  Board,  conditioned  upon  the  payment 
of  the  deficiency  as  finally  determined,  together  with  any  interest, 
additional  amounts,  or  additions  to  the  tax  provided  for  by  law,  or 
(2)  has  filed  a  jeopardy  bond  under  the  income  or  estate  tax  laws.  If 
as  a  result  of  a  waiver  of  the  restrictions  on  the  assessment  and  col- 
lection of  a  deficiency  any  part  of  the  amount  determined  by  the 
Board  is  paid  after  the  filing  of  the  review  bond,  such  bond  shall, 
at  the  request  of  the  taxpayer,  be  proportionately  reduced. 

(d)  In  cases  where  assessment  or  collection  has  not  been  stayed 
by  the  filing  of  a  bond,  then  if  the  amount  of  the  deficiency  determined 
by  the  Board  is  disallowed  in  whole  or  in  part  by  the  court,  the 
amount  so  disallowed  shall  be  credited  or  refunded  to  the  taxpayer, 
without  the  making  of  claim  therefor,  or,  if  coUection  has  not  been 
made,  shall  be  abated. 

(e)  Nothing  in  subdivision  (c)  shall  be  construed  as  relieving  the 
petitioner  from  making  or  filing  such  undertakings  as  the  court 
may  require  as  a  condition  of  or  in  connection  with  the  review. 

venue 

Sec.  1002.    [Revenue  Act  of  1926.]    Such  decision  may  be  reviewed — 

(a)  In  the  case  of  an  individual,  by  the  Circuit  Court  of  Appeals 
for  the  circuit  whereof  he  is  an  inhabitant,  or  if  not  an  inhabitant 
of  any  circuit,  then  by  the  Court  of  Appeals  of  the  District  of  Columbia. 

(b)  In  the  case  of  a  person  (other  than  an  individual),  except 
as  provided  in  subdivision  (c),  by  the  Circuit  Court  of  Appeals  for 
the  circuit  in  which  is  located  the  office  of  the  collector  to  whom 
such  person  made  the  return,  or  in  case  such  person  made  no  return, 
then  by  the  Court  of  Appeals  of  the  District  of  Columbia. 

(c)  In  the  case  of  a  corporation  which  had  no  principal  place  of 
business  or  principal  office  or  agency  in  the  United  States,  then  by 
the  Court  of  Appeals  of  the  District  of  Columbia. 

(d)  In  the  case  of  an  agreement  between  the  Commissioner  and 
the  taxpayer,  then  by  the  Circuit  Court  of  Appeals  for  the  circuit, 
or  the  Court  of  Appeals  of  the  District  of  Columbia,  as  stipulated  in 
such  agreement, 

JumsDicnoN 

Sec.  1003.  [Revenue  Act  of  1926.}  (a)  The  Circuit  Courts  of  Ap- 
peals and  the  Court  of  Appeals  of  the  District  of  Columbia  shall  have 
exclusive  Jurisdiction  to  review  the  decisions  of  the  Board  (except  as 
provided  in  section  239  of  the  Judicial  Code,  as  amended)  ;  and  the 
judgment  of  any  such  court  shall  be  final,  except  that  it  shall  be  sub- 
ject to  review  by  the  Supreme  Court  of  the  United  States  upon  cer- 
tiorari, in  the  manner  provided  in  section  240  of  the  Judicial  Code, 
as  amended. 

(b)  Upon  such  review,  such  courts  shall  have  power  to  afiOrm 
or,  if  the  decision  of  the  Board  is  not  in  accordance  with  law,  to 
modify  or  to  reverse  the  decision  of  the  Board,  with  or  without 
remanding  the  case  for  a  rehearing,  as  justice  may  require. 
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1004.  iBevmm  Aoi  of  1926.}  (a)  The  CJlrcuit  Courts  of  Ap- 
pettls,  the  Court  of  Ai^ieals  of  the  District  of  Colombia,  and  the  Supreme 
Court  shall  have  power  to  impose  damages  in  any  case  where  the  de- 
cision of  the  Board  is  affirmed  and  it  appears  that  the  petition  was 
filed  merely  for  delay. 

(b)  The  Board  is  authorissed  to  fix  a  fee,  not  in  excess  of  the  fee 
fixed  by  law  to  be  charged  and  collected  therefor  by  the  clerks  of  the 
district  courts,  for  comparing,  or  for  preparing  and  comparing,  a  tran- 
script of  the  record. 

DATE   ON    WHICH   BOAID^B   DHOIBION    BECOMES   FINAL 

Sue.  1005.  [Revenue  Aoi  of  1926.}  (a)  The  decision  of  the  Board 
shall  become  final — 

(1)  Upon  the  expiration  of  the  time  allowed  for  filing  a  petition  for 
review,  if  no  such  petition  has  been  duly  filed  within  such  time;  or 

(2)  Upon  the  expiration  of  the  time  allowed  for  filing  a  petition 
for  certiorari,  if  the  decision  of  the  Board  has  been  affirmed  or  the 
petition  for  review  dismissed  by  the  Circuit  Court  of  Appeals  and 
no  petition  for  certiorari  has  been  duly  filed ;  or 

(3)  Upon  the  denial  of  a  petition  for  certiorari,  if  the  decision 
of  the  Board  has  been  affirmed  or  the  petition  for  review  dismissed 
by  the  Circuit  Court  of  Appeals ;  or 

(4)  Upon  the  expiration  of  80  days  from  the  date  of  issuance  of 
the  mandate  of  the  Supreme  Court,  if  such  Court  directs  that  the 
decision  of  the  Board  be  affirmed  or  the  petition  for  review  dismissed. 

(b)  If  the  Supreme  Court  directs  that  the  decision  of  the  Board 
be  modified  or  reversed,  the  decision  of  the  Board  rendered  in 
accordance  with  the  mandate  of  the  Supreme  Court  shall  become  final 
upon  the  expiration  of  30  days  from  the  time  it  was  rendered,  unless 
within  such  30  days  either  the  Commissioner  or  the  taxpayer  has 
instituted  proceedings  to  have  such  decision  corrected  to  accord  with 
the  mandate,  in  which  event  the  decision  of  the  Board  shall  become 
final  when  so  corrected. 

(c)  If  the  decision  of  the  Board  is  modified  or  reversed  by  the 
Circuit  Court  of  Appeals,  and  if  (1)  the  time  allowed  for  filing  a 
petition  for  certiorari  has  expired  and  no  such  petition  has  been  duly 
filed,  or  (2)  the  petition  for  certiorari  has  been  denied,  or  (3)  the 
decision  of  the  Court  has  been  affirmed  by  the  Supreme  Court,  then 
the  decision  of  the  Board  rendered  in  accordance  with  the  mandate 
of  the  Circuit  Court  of  Appeals  shall  become  final  on  the  expiration 
of  30  days  from  the  time  such  decision  of  the  Board  was  rendered, 
unless  within  such  30  days  either  the  Commissioner  or  the  taxpayer 
lias  instituted  proceedings  to  have  such  decision  corrected  so  that  it 
will  accord  with  the  mandate,  in  which  event  the  decision  of  the 
Board  shall  become  final  when  so  corrected. 

(d)  If  the  Supreme  Court  orders  a  rehearing;  or  if  the  case  is 
remanded  by  the  Circuit  Court  of  Appeals  to  the  Board  for  a 
rehearing,  and  if  (1)  the  time  allowed  for  filing  a  petition  for  certio- 
rari has  expired,  and  no  such  petition  has  been  duly  filed,  or  (2)  the 
petition  for  certiorari  has  been  denied,  or  (3)  the  decision  of  the 
court  has  been  affirmed  by  the  Supreme  Court,  then  the  decision  of 
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the  Board  rendered  upon  such  rehearing  shall  become  final  in  the 
same  manner  as  though  no  prior  decision  of  the  Board  had  been 
rendered. 

(e)  As  used  in  this  section — 

(1)  The  term  "Circuit  Court  of  Appeals"  includes  the  Court  of 
Appeals  of  the  District  of  Columbia ; 

(2)  The  term  "mandate,"  in  case  a  mandate  has  been  recalled 
prior  to  the  expiration  of  30  days  from  the  date  of  issuance  thereof, 
means  the  final  mandate. 

EXAMINATION   OF  BOOKS   AND   WITNESSES 

Sue.  1104.  [Revenue  Act  of  1926,  ag  amended  6y  sectUm  618,  Revenue 
Act  of  1928.}  The  Commissioner,  for  the  purpose  of  ascertaining  the 
correctness  of  any  return  or  for  the  purpose  of  making  a  return  where 
none  has  been  made,  is  hereby  authorized,  by  any  officer  or  employee 
of  the  Bureau  of  Internal  Revenue,  including  the  field  service,  desig- 
nated by  him  for  that  purpose,  to  examine  any  books,  papers,  records^ 
or  memoranda  bearing  upon  the  matters  required  to  be  included  in 
the  return,  and  may  require  the  attendance  of  the  person  rendering 
the  return  or  of  any  officer  or  employee  of  such  person,  or  the  attend- 
ance of  any  other  person  having  knowledge  in  the  premises,  and  may 
take  his  testimony  with  reference  to  the  matter  required  by  law  to  be 
included  in  such  return,  with  power  to  administer  oaths  to  sudi  person 
or  persons. 

TJNNBCESSABT   ESAMINATIONS 

Sec.  1105.  [Reverme  Act  of  1926.}  No  taxpayer  shall  be  subjected 
to  unnecessary  examinations  or  investigations,  and  only  one  inspection 
of  a  taxpayer's  books  of  account  shall  be  made  for  each  taxable  year 
unless  the  taxpayer  requests  otherwise  or  unless  the  Commissioner, 
after  investigation,  notifies  the  taxpayer  in  writing  that  an  additional 
inspection  is  necessary. 

ADMINISTRATIVB  REVIEW 

Sec.  1107.  [Revenue  Act  of  1926.}  In  the  absence  of  fraud  or  mistake 
In  mathematical  calculation,  the  findings  of  facts  in  and  the  decision 
of  the  Commissioner  upon  (or  in  case  the  Secretary  is  authorized  to 
approve  the  same,  then  after  such  approval)  the  merits  of  any  claim 
presented  under  or  authorized  by  the  internal-revenue  laws  shall  not, 
except  as  provided  in  Title  IX  of  the  Revenue  Act  of  1924,  as  amended, 
be  subject  to  review  by  any  other  administrative  or  accounting  officer, 
employee,  or  agent  of  the  United  States. 

KETEOACnVE  RBGUIATTONS 

Sec.  1108.  (a)  [Revenue  Act  of  1926,  as  amended  hy  section  605, 
Revenue  Act  of  1928.}  In  case  a  regulation  or  Treasury  decision  relat- 
ing to  the  internal-revenue  laws  is  amended  by  a  subsequent  regulation 
or  Treasury  decision,  made  by  the  Secretary  or  by  the  Commissioner 
with  the  approval  of  the  Secretary,   such  subsequent  regulation  or 
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Treasory  decisioD  may,  witb  the  approval  of  the  Secretary,  be  applied 
without  retroactive  effect. 

LIMITATION  OS  FBOBECimONS  BT  THB  UNITED  STATES 

Swj.  Ilia  IRemnm  Act  of  1926.}  (a)  The  Act  entitled  "An  Act  to 
limit  the  time  within  which  prosecutions  may  be  instituted  against 
persons  charged  with  violating  internal-revenue  laws,"  approved  July 
ll»  1884,  as  amended,  is  reenacted  without  change,  as  follows: 

"That  no  person  shall  be  prosecuted,  tried,  or  punished  for  any  of 
the  various  offenses  arising  under  the  internal  revenue  laws  of  the 
United  States  unless  the  indictment  is  found  or  the  information  insti- 
tuted within  three  years  next  after  the  commission  of  the  offense: 
Provided,  That  for  offenses  involving  the  defrauding  or  attempting  to 
defraud  the  United  States  or  any  agency  thereof,  whether  by  conspiracy 
or  not,  and  in  any  manner,  the  period  of  limitation  shall  be  six  years, 
Init  this  proviso  shall  not  am^ly  to  acts,  offenses,  or  transactions  which 
were  barfed  by  law  at  the  time  of  the  enactment  of  the  Revenue  Act 
of  1824 :  Provided  fmt^her,  That  the  time  during  which  the  person  com- 
mitting the  offense  is  absent  from  the  district  wherein  the  same  is 
committed  shall  not  be  taken  as  any  part  of  the  time  limited  by  law 
for  the  commencement  of  such  proceedings :  Provided  further,  That  the 
provisions  of  this  Act  shall  not  apply  to  offenses  committed  prior  to  its 
passage :  Provided  further,  That  where  a  complaint  shall  be  instituted 
before  a  commissioner  of  the  United  States  within  the  period  above 
limited,  the  time  shall  be  extended  until  the  discharge  of  the  grand  jury 
at  its  next  session  within  the  district :  And  provided  further.  That  this 
Act  shall  not  apply  to  offenses  committed  by  o£Scers  of  the  United 
States." 

(b)  Any  prosecution  or  proceeding  under  an  indictment  found  or 
information  instituted  prior  to  the  enactment  of  the  Revenue  Act  of 
1921  shall  not  be  affected  in  any  manner  by  this  section,  nor  by  the 
amendment  by  the  Revenue  Act  of  1921  of  such  Act  of  July  5,  1884, 
but  such  prosecution  or  proceeding  shall  be  subject  to  the  limitations 
imposed  by  law  prior  to  the  enactment  of  the  Revenue  Act  of  1921. 

PENAXTIKS 

Sec.  1114.  [Revenue  Act  of  1926.}  (c)  Any  person  who  willfully  aids 
or  assists  in,  or  procures,  counsels,  or  advises,  the  preparation  or  pres- 
entation under,  or  in  connection  with  any  matter  arising  under,  the 
internal-revenue  laws,  of  a  false  or  fraudulent  return,  affidavit,  claim, 
or  document,  shall  (whether  or  not  such  falsity  or  fraud  is  with  the 
Imowledge  or  consent  of  the  person  authorized  or  required  to  present 
such  return,  affidavit,  claim',  or  document)  be  guUty  of  a  felony  and, 
upon  conviction  thereof,  be  fined  not  more  than  $10,000,  or  imprisoned 
for  not  more  than  five  years,  or  both,  together  with  the  costs  of 
prosecution. 

(e)  Any  person  in  possession  of  property,  or  rights  to  property, 
subject  to  distraint,  upon  which  a  levy  has  been  made,  shall,  upon 
demand  by  the  collector  or  deputy  collector  making  such  levy,  sur- 
render such  property  or  rights  to  such  collector  or  deputy,  unless  such 
property  or  right  is,  at  the  time  of  such  demand,  subject  to  an  attach- 
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ment  or  execution  under  any  judicial  process.  Any  person  who  fails 
or  refuses  to  so  surrender  any  of  such  property  or  rights  shall  be  liable 
in  his  own  person  and  estate  to  the  United  States  in  a  sum  equal  to  the 
value  of  the  property  or  rights  not  so  surrendered,  but  not  exceeding 
the  amount  of  the  taxes  (including  penalties  and  interest)  for  the  col- 
lection of  which  such  levy  has  been  made,  together  with  costs  and 
interest  from  the  date  of  such  levy. 

(f )  The  term  "  person  "  as  used  in  this  section  includes  an  officer  or 
employee  of  a  corporation  or  a  member  or  employee  of  a  partnership, 
who  as  such  officer,  employee,  or  meml)er  is  under  a  duty  to  perform  the 
act  in  respect  of  which  the  violation  occurs. 

PAYMENT   OF  AND   RECEIPTS    FOR  TAXES 

Sbo.  1118.  [Revenue  Act  of  1926.]  (a)  Collectors  may  receive,  at  par 
with  an  adjustment  for  accrued  interest,  notes  or  certificates  of  indebt- 
edness issued  by  the  United  States  and  uncertified  checks  in  payment 
of  income,  war-profits,  and  excess-profits  taxes  and  any  other  taxes 
payable  other  than  by  stamp,  during  such  time  and  under  such  rules 
and  regulations  as  the  Commissioner,  with  the  approval  of  the  Secre- 
tary, shall  prescribe ;  but  if  a  check  so  received  is  not  paid  by  the  bank 
on  which  it  is  drawn  the  person  by  whom  such  check  has  been  tendered 
shall  remain  liable  for  the  payment  of  the  tax  and  for  all  legal  i)enal- 
ties  and  additions  to  the  same  extent  as  if  such  check  had  not  been 
tendered. 

JURISDICTION  OF  COURTS 

Sbc.  1122.  [Revenue  Act  of  1926.}  (c)  The  paragraph  added  by  sec- 
tion 1310  of  the  Revenue  Act  of  1921  at  the  end  of  paragraph  Twenti- 
eth of  section  24  of  the  Judicial  Code,  relating  to  the  jurisdiction  of 
district  courts,  as  amended,  is  reenacted  without  change,  as  follows: 

**  Concurrent  with  the  Court  of  Claims,  of  any  suit  or  proceeding, 
commenced  after  the  passage  of  the  Revenue  Act  of  1921,  for  the  re- 
covery of  any  internal-revenue  tax  alleged  to  have  been  erroneously 
or  illegally  assessed  or  collected,  or  of  any  penalty  claimed  to  have 
been  collected  without  authority  or  any  sum  alleged  to  have  been  ex- 
cessive or  in  any  manner  wrongfully  collected,  under  the  internal- 
revenue  laws,  even  if  the  claim  exceeds  $10,000,  if  the  collector  of 
internal  revenue  by  whom  such  tax,  penalty,  or  sum  was  collected  is 
dead  or  is  not  in  office  as  collector  of  internal  revenue  at  the  time  such 
suit  or  proceeding  is  commenced." 

FRAUDS  ON  PURCHASraiS 

Sbo.  1123.  [Revenue  Act  of  1926.}  Whoever  in  connection  with  the 
sale  or  lease,  or  offer  for  sale  or  lease,  of  any  article,  or  for  the  pur- 
pose of  making  such  sale  or  lease,  makes  any  statement,  written  or 
oral,  (1)  intended  or  calculated  to  lead  any  person  to  believe  that  any 
part  of  the  price  at  which  such  article  is  sold  or  leased,  or  offered  for 
sale  or  lease,  consists  of  a  tax  imposed  under  the  authority  of  the 
United  States,  or  (2)  ascribing  a  particular  part  of  such  price  to  a  tax 
imposed  under  the  authority  of  the  United  States,  knowing  that  such 
statement  is  false  or  that  the  tax  is  not  so  great  as  the  portion  of  such 
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price  aacribed  to  such  tax,  shaU  be  guilty  of  a  misdemeanor  and  upon 
conylctlon  thereof  shaU  be  punished  by  a  fine  of  not  more  than  $1,000 
or  by  imprisonment  not  exceeding  one  year,  or  both. 

DBPOeiT  OF  UNITED  STATES  BONDS  OB  NOTES  IN  MEU  OF  SUBETT 

Suo.  liaa     IRermue  Act  of  19M.}     Wherever  by  the  laws  of  the 
United  States  or  regulations  made  pursuant  thereto,  any  person  Is  re- 
quired to  furnish  any  recognizance,   stipulation,  bond,   guaranty    or 
undertaking,  hereinafter  called  "  penal  bond,'*  with  surety  or  sureties, 
such  person  may,  in  lien  of  such  surety  or  sureties,  deposit  as  security 
with  the  official  having  authority  to  approve  such  penal  bond,  United 
States  Liberty  bonds  or  other  bonds  or  notes  of  the  United  States  in  a 
sum  equal  at  their  par  value  to  the  amount  of  such  penal  bond  required 
to  be  furnished,  together  with  an  agreement  authorizing  such  official  to 
collect  or  sell  such  bonds  or  notes  so  deposited  in  case  of  any  default  in 
the  performance  of  any  of  the  conditions  or  stipulations  of  such  penal 
bond.     The  acceptance  of  such  United  States  bonds  or  notes  in  lieu 
of  surety  or  sureties  required  by  law  shall  have  the  same  force  and 
effect  as  individual  or  corporate  sureties,  or  certified  checks,  bank 
drafts,  post-office  money  orders,  or  cash,  for  the  penalty  or  amount 
of  such  penal  bond.    The  bonds  or  notes  deposited  hereunder  and  such 
other  United  States  bonds  or  notes  as  may  be  substituted  therefor 
from  time  to  time  as  such  security,  may  be  deposited  with  the  Treas- 
urer of  the  United  States,  a  Federal  reserve  bank,  or  other  depositary 
duly  designated  for  that  purpose  by  the  Secretary,  which  shall  issue 
receipt  therefor,  describing  such  bonds  or  notes  so  deposited.    As  soon 
as  security  for  the  performance  o^such  penal  bond  is  no  longer  neces- 
sary, such  bonds  or  notes  so  deposited  shall  be  returned  to  the  de- 
positor: Provided,  That  in  case  a  person  or  persons  supplying  a  con- 
tractor  with  labor  or  material  as  provided  by  the  Act  of  Congress 
approved  February  24,  1906  (33  Stat.  811).  entitled  "An  Act  to  amend 
an  Act  approved   August   thirteenth,   eighteen   hundred   and   ninety- 
four,  entitled  'An  Act  for  the  protection  of  persons  furnishing  materials 
and  labor  for  the  construction  of  pubUc  works,* "  shaU  file  with  the 
obligee,  at  any  time  after  a  default  in  the  performance  of  any  contract 
Bnbject  to  said  Acts,  the  application  and  affidavit  therein  provided  the 
obligee  shall  not  deliver  to  the  obUgor  the  deposited  bonds  or  notes  nor 
any  surplus  proceeds  thereof  until  the  expiration  of  the  time  limited  by 
said  Acts  for  the  institution  of  suit  by  such  person  or  persons,  and  in 
case  suit  shall  be  instituted  within  such  time,  shall  hold  said  bonds 
or  notes  or  proceeds  subject  to  the  order  of  the  court  having  iurisdic- 
tion  thereof :  Provided  further.  That  nothing  herein  contained  shall 
affect  or  impair  the  priority  of  the  claim  of  the  United  States  against  the 
bonds  or  notes  deposited  or  any  right  or  remedy  granted  by  said  Acts 
or  by  this  section  to  the  United  States  for  default  upon  any  obligation 
of  said  penal  bond:  Provided  further.  That  all  laws  inconsistent  with 
this  section  are  hereby  so  modified  as  to  conform  to  the  provisions 
hereof:  And  provided  further,  That  nothing  contained  herein  shaU 
affect  the  authority  of  courts  over  the  security,  where  such  bonds  are 
taken  as  security  in  judicial  proceedings,  or  the  authority  of  any  ad- 
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ministrative  officer  of  the  United  States  to  receive  United  States  bonds 
for  security  in  cases  authorized  by  existing  laws.  The  Secretary  may 
prescribe  rules  and  regulations  necessary  and  proper  for  carrying 
this  section  into  effect. 

DATE  ON   WHICH  DISTRAINT  IS  BEGUN 

Sbo.  1130.  {Revenue  Act  of  1926.}  In  determining  the  running  of  any 
period  of  limitation  in  respect  of  distraint,  the  distraint  shall  be 
held  to  have  been  begun  (a)  in  the  case  of  i>ersonaI  proi)erty,  on  the 
date  on  which  the  levy  upon  such  property  is  made,  or  (b)  in  the  case 
of  real  property,  on  the  date  on  which  notice  of  the  time  and  place  of 
sale  is  given  to  the  person  whose  estate  it  is  proposed  to  sell. 

BUBEAU    OF    INTEBNAL    REVENUE 

Seo.  1201.  [Revenue  Act  of  192€.]  (a)  There  is  hereby  created  in 
the  Department  of  the  Treasury  the  office  of  General  Counsel  for  the 
Bureau  of  Internal  Revenue.  The  General  Counsel  shall  be  appointed 
by  the  President,  by  and  with  the  advice  and  consent  of  the  Senate, 
and  shall  receive  a  salary  at  the  rate  of  $10,000  per  annum,  payable 
out  of  any  appropriation  available  for  the  payment  of  expenses  of 
assessing  and  collecting  the  internal-revenue  taxes.  He  shall  perform 
such  duties  as  are  now  required  under  the  internal  revenue  laws  to  be 
performed  by  the  Solicitor  of  Internal  Revenue,  or  as  may  be  pre- 
scribed by  the  Secretary  or  required  by  law.  Commencing  at  such 
time  as  the  General  Counsel  first  appointed  under  this  section  qualifies 
and  takes  office,  the  office  of  Solicitor  of  Internal  Revenue  in  the  De- 
partment of  Justice  shall  cease  to  exist. 

(b)  There  shall  be  in  the  Bureau  of  Internal  Revenue  the  following 
officers  who  shall  be  appointed  by  the  President,  by  and  with  the 
advice  and  consent  of  the  Senate,  and  who  shall  perform  such  duties 
as  may  be  prescribed  by  the  Commissioner  or  required  by  law: 

(1)  Four  Assistant  General  Counsel  each  of  whom  shall  receive  a 
salary  at  the  rate  of  $8,000  per  annum. 

(2)  One  Assistant  to  the  Commissioner  who  shall  receive  a  salary 
at  the  rate  of  $8,000  per  annum.  The  office  of  Assistant  to  the  Com- 
missioner provided  by  existing  law  is  abolished  to  take  effect  at  such 
time  as  the  Assistant  to  the  Commissioner  first  appointed  under  this 
section  takes  office. 

(3)  One  Special  Deputy  Commissioner  who  shall  receive  a  salary 
at  the  rate  of  $7,500  per  annum. 

JOINT   CONGRESSIONAL   COMMITTEE   ON   INTERNAL-REVENUE   TAXATION 

Sbo.  1208.  [Revenue  Act  of  1926.1  (a)  There  is  hereby  established  a 
Joint  congressional  conmiittee  to  be  known  as  the  Joint  Committee  on 
Internal  Revenue  Taxation  (hereinafter  in  this  section  referred  to  as 
the  "Joint  Committee"),  and  to  be  composed  of  ten  members  as 
follows : 

(1)  Five  members  who  are  members  of  the  Committee  on  Finance 
of  the  Senate^  three  from  the  majority  and  two  from  the  minority 
party,  to  be  chosen  by  such  Committee;  and 
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(2)  Five  members  who  are  members  of  the  CJommittee  on  Ways 
and  Means  of  the  House  of  Representatives,  three  from  the  majority 
ancl  two  from  the  minority  party,  to  be  chosen  by  snch  Ommittee. 

(b)  No  person  shall  continue  to  serve  as  a  member  of  the  Joint 
Committee  after  he  has  ceased  to  be  a  member  of  the  Committee  by 
which  he  was  chosen*  except  that  the  members  chosen  by  the  Com- 
mittee on  Ways  and  Means  who  have  been  re-elected  to  the  House  of 
Representatives  may  continue  to  serve  as  members  of  the  Joint  Com- 
mittee notwithstanding  the  expiration  of  the  Congress.  A  vacancy 
in  the  Joint  Committee  shall  not  affect  the  power  of  the  remaining 
members  to  execute  the  functions  of  the  Joint  Committee,  and  shall 
be  filled  in  the  same  manner  as  the  original  selection,  except  that  (1) 
in  case  of  a  vacancy  during  an  adjournment  or  recess  of  Congress 
for  a  period  of  more  than  two  weeks,  the  members  of  the  Joint  Com- 
mittee who  are  members  of  the  Committee  entitled  to  fill  such 
vacancy  may  designate  a  member  of  such  Committee  to  serve  until 
his  successor  is  chosen  by  such  Committee,  and  (2)  in  the  case  of  a 
vacancy  after  the  expiration  of  a  Congress  which  would  be  filled  by 
the  Committee  on  Ways  and  Means,  the  members  of  such  Committee 
who  are  continuing  to  serve  as  members  of  the  Joint  Committee  may 
designate  a  person  who,  immediately  prior  to  such  expiration,  was  a 
member  of  such  Committee  and  who  is  re-elected  to  the  House  of 
Representatives,  to  serve  until  his  successor  is  chosen  by  such  Com- 
mittee. 

(c)  It  shall  be  the  duty  of  the  Joint  Committee — 

(1)  To  investigate  the  operation  and  effects  of  the  Federal  system 
of  internal-revenue  taxes; 

(2)  To  investigate  the  administration  of  such  taxes  by  the  Bureau 
of  Internal  Revenue  or  any  executive  department,  establishment,  or 
agency,  charged  with  their  administration; 

(3)  To  make  snch  other  investigations  in  respect  of  such  system 
of  taxes  as  the  Joint  Committee  may  deem  necessary ; 

(4)-  To  investigate  measures  and  methods  tor  the  slmpUflcation 
of  such  taxes,  particularly  the  income  tax ; 

(5)  T6  publish,  from  time  to  time,  for  public  examination  and 
analysis,  proposed  measures  and  methods  for  the  simplification  of  such 
taxes,  and  to  make  to  the  Senate  and  the  House  of  Representatives, 
not  later  than  December  31,  1927,  a  definite  report  thereon,  together 
with  such  recommendations  as  it  may  deem  advisable;  and 

(6)  To  report,  from  time  to  time,  to  the  Committee  on  Finance  and 
the  Committee  on  Ways  and  Means  and,  in  its  discretion,  to  the  Senate 
or  the  House  of  Representatives,  or  both,  the  results  of  its  investiga- 
tions, together  with  such  recommendations  as  it  may  deem  advisable. 

(d)  The  Joint  Committee  shall  have  the  same  right  to  obtain  data 
and  to  inspect  returns  as  the  Committee  on  Ways  and  Means  or  the 
Committee  on  Finance,  and  to  submit  any  relevant  or  useful  informa- 
tion thus  obtained  to  the  Senate,  the  House  of  Representatives,  the 
Committee  on  Ways  and  Means,  or  the  Committee  on  Finance.  The 
Conmiittee  on  Ways  and  Means  or  the  Committee  on  Finance  may  sub- 
mit such  information  to  the  House  or  to  the  Senate,  or  to  both  the 
House  and  the  Senate,  as  the  case  may  be. 
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(e)  The  Joint  Committee  shall  meet  and  organize  as  soon  as 
practicable  after  at  least  a  majority  of  the  members  have  been  chosen, 
and  shall  elect  a  chairman  and  vice  chairman  from  among  its  members 
and  shall  have  power  to  appoint  and  fix  the  comi)ensation  of  a  clerk 
and  such  experts  and  clerical,  stenographic,  and  other  assistants,  as  it 
deems  advisable. 

(f)  The  Joint  Committee,  or  any  subcommittee  thereof,  is  author- 
ized to  hold  hearings  and  to  sit  and  act  at  such  places  and  times,  to 
require  by  subpoena  or  otherwise  the  attendance  of  such  witnesses 
and  the  production  of  such  books,  papers,  and  documents,  to  administer 
such  oaths,  to  take  such  testimony,  to  have  such  printing  and  binding 
done,  and  to  make  such  expenditures,  as  it  deems  advisable.  The 
cost  of  stenographic  services  in  reporting  such  hearings  shall  not  be 
in  excess  of  25  cents  per  hundred  words.  Subpoenas  for  witnesses  shall 
be  issued  under  the  signature  of  the  chairman  or  vice  chairman. 

(g)  The  members  shall  serve  without  compensation  in  addition  to 
that  received  for  their  services  as  Members  of  Congress;  but  they 
shall  be  reimbursed  for  travel,  subsistence,  and  other  necessary  expenses 
incurred  by  them  in  the  performance  of  the  duties  vested  in  the  Joint 
Committee,  other  than  exx)enses  in  connection  with  meetings  of  the 
Joint  Committee  held  in  the  District  of  Columbia  during  such  times  as 
the  Congress  is  in  session. 

(h)  The  expenses  of  the  Joint  Committee  shall  be  paid  one-half 
from  the  contingent  fund  of  the  Senate  and  one-half  from  the  con- 
tingent fund  of  the  House  of  Representatives,  upon  vouchers  signed 
by  the  chairman  or  vice  chairman. 

SAVING  CLAUSE  IN  EVENT  OP  UNCONSTITIITIONALITT 

Sec.  1213.  [Revewue  Act  of  1926.}  If  any  provision  of  this  Act,  or  the 
application  thereof  to  any  person  or  circumstances,  is  held  invalid,  the 
remainder  of  the  Act,  and  the  application  of  such  provision  to  other 
persons  or  circumstances,  shall  not  be  affected  thereby. 


REVENUE  ACT  OF  1924; 


MEMBEBSHIP  OF  BOABD 


Sec.  900.  [Revenue  Act  of  1924,  a«  amended  by  section  1000,  Revenue 
Act  of  1926.]  The  Board  of  Tax  Appeals  (hereinafter  referred  to  as 
the  "  Board  " )  is  hereby  continued  as  an  independent  agency  in  the 
Executive  Branch  of  the  Government.  The  Board  shall  be  composed 
of  sixteen  members ;  except  that  such  limitation  shall  not  be  held  appli- 
cable to  any  member  holding  office  under  an  appointment  made  before 
the  enactment  of  the  Revenue  Act  of  1926,  in  accordance  with  the  law  in 
force  prior  to  the  enactmcrnt  of  such  Act. 

Sec.  901.  [Revenue  Act  of  1924,  <w  cunended  by  section  1000,  Revenue 
Act  of  1926.}  (a)  Members  of  the  Board  shall  be  appointed  by  the 
President,  by  and  with  the  advice  and  consent  of  the  Senate,  solely 
on  the  grounds  of  fitness  to  perform  the  duties  of  the  office.  Members 
of  the  Board  may  be  removed  by  the  President,  after  notice  and  oppM-- 
tunity  for  public  hearing,  for  inefficiency,  neglect  of  duty,  or  mal- 
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feftsance  in  office,  but  for  no  other  cause.  Each  member  shall  receive 
salary  at  the  rate  of  |10,000  per  annum. 

(b)  The  terms  of  office  of  all  members  who  are  to  compose  the 
Board  prior  to  June  2,  1926,  shall  expire  at  the  close  of  business  on 
June  1,  192a  The  terms  of  office  of  the  sixteen  members  first  taking 
office  after  such  date  shall  expire,  as  designated  by  the  President  at 
the  time  of  nomination,  four  at  the  end  of  the  sixth  year,  four  at  the 
wad  of  the  eighth  year,  four  at  the  end  of  the  tenth  year,  and  four  at 
the  end  of  the  twelfth  year,  after  June  2,  1926.  The  terms  of  office 
of  all  successors  shall  expire  twelve  years  after  the  expiration  of  the 
terms  for  which  their  predecessors  were  oppointed;  but  any  member 
appointed  to  fill  a  vacancj^  occurring  prior  to  the  expiration  of  the 
term  for  which  his  predecessor  was  appointed  shall  be  appointed  only 
for  the  unexpired  term  of  his  predecessor. 

Sec.  902.  {Revenue  Act  of  1924,  as  amended  by  secti^m  1000,  Revenue 
AtH  of  l$26.l  A  member  of  the  Board  removed  from  office  in  accord- 
ance with  subdivision  (a)  of  section  901  shall  not  be  permitted  at  any 
time  to  practice  before  the  Board. 

OBOANIZATION  AND  FBOCEDUBI 

Smc,  903.  [Revenue  Act  of  1924,  as  amended  hy  section  1000,  Revenue 
Act  of  1926.}  The  Board  shall  at  least  biennially  designate  a  mem- 
ber to  act  as  chairman.  The  Board  shall  have  a  seal  which  shall  be 
Judicially  noticed. 

Sec.  904.  {Revenue  Act  of  1924,  as  amended  by  section  1000,  Revenue 
Act  of  1926.}  The  Board  and  its  divisions  shall  have  such  Jurisdic- 
tion as  is  conferred  on  them  by  Title  II  and  Title  III  of  the  Revenue 
Act  of  1926  or  by  subsequent  laws.  The  Board  is  authorized  to 
Impose  a  fee  in  an  amount  not  in  excess  of  |10  to  be  fixed  by  the 
Board  for  the  filing  of  any  petition  for  the  redetermination  of  a 
deficiency  after  the  enactment  of  the  Revenue  Act  of  1926  and  for 
the  hearing  of  any  proceeding  pending  at  the  time  of  such  enactment 

Sec.  905.  {Revenue  Act  of  1924,  as  amended  by  section  1000,  Revenue 
Act  of  1926.}  A  majority  of  the  members  of  the  Board  or  of  any 
division  thereof  shall  constitute  a  quorum  for  the  transaction  of  the 
business  of  the  Board  or  of  the  division,  refi^)ectively.  A  vacancy 
in  the  Board  or  in  any  division  thereof  shall  not  impair  the  powers 
nor  affect  the  duties  of  the  Board  or  division  nor  of  the  remaining 
members  of  the  Board  or  division,  respectively. 

Swj.  906.  [Revenue  Act  of  1924,  as  amended  by  section  1000,  Reven^ue 
Act  of  1926,  and  further  amended  by  section  601,  Revenue  Act  of  1928.} 
(a)  The  chairman  may  from  time  to  time  divide  the  Board  into  divisions 
of  one  or  more  members,  assign- the  members  of  the  Board  thereto,  and 
in  case  of  a  division  of  more  than  one  member,  designate  the  chief 
thereof.  If  a  division,  as  a  result  of  a  vacancy  or  the  absence  or 
inability  of  a  member  assigned  thereto  to  serve  thereon,  is  composed  of 
less  than  the  number  of  members  designated  for  the  division,  the  chair- 
man may  assign  other  members  to  the  division  or  direct  the  division 
to  proceed  with  the  transaction  of  business  without  awaiting  any  addi- 
tional assignment  of  members  thereto.  A  division  shall  hear,  and 
make   a   determination   upon,   any  proceeding  instituted   before   the 
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Board  and  any  motion  in  connection  therewith,  assigiied  to  such 
division  by  the  chairman,  and  shall  make  a  report  of  any  such  deter- 
mination which  constitutes  its  final  disposition  of  the  proceeding. 

(b)  The  report  of  the  division  shall  become  the  report  of  the  Board 
within  30  days  after  such  report  by  the  division,  unless  within  such 
period  the  chairman  has  directed  that  such  report  shall  be  reviewed 
by  the  Board.  Any  preliminary  action  by  a  division  which  does  not 
form  the  basis  for  the  entry  of  the  final  decision  shall  not  be  subject 
to  review  by  the  Board  except  in  accordance  with  such  rules  as  the 
Board  may  prescribe.  The  report  of  a  division  shall  not  be  a  part  of 
the  record  in  any  case  in  which  the  chairman  directs  that  such  report 
shall  be  reviewed  by  the  Board. 

(c)  If  a  petition  for  a  redetermination  of  a  deficiency  has  been  filed 
by  the  taxpayer,  a  decision  of  the  Board  dismissing  the  proceeding 
shall  be  considered  as  its  decision  that  the  deficiency  is  the  amount 
determined  by  the  Commissioner.  An  order  specifying  such  amount 
shall  be  entered  In  the  records  of  the  Board  unless  the  Board  can  not 
determine  such  amount  from  the  record  in  the  proceeding,  or  unless 
the  dismissal  is  for  lack  of  jurisdiction. 

(d)  A  decision  of  the  Board  (except  a  decision  dismissing  a  pro- 
ceeding for  lack  of  jurisdiction)  shall  be  held  to  be  rendered  upon  the 
date  that  an  order  specifying  the  amount  of  the  deficiency  is  entered 
in  the  records  of  the  Board.  If  the  Board  dismisses  a  proceeding  for 
reasons  other  than  lack  of  Jurisdiction  and  is  unable  from  the  record 
to  determine  the  amount  of  the  deficiency  determined  by  the  Conmiis- 
sioner,  or  if  the  Board  dismisses  a  proceeding  for  lack  of  jurisdic- 
tion, an  order  to  that  effect  shall  be  entered  in  the  records  of  the  Board, 
and  the  decision  of  the  Board  shall  be  held  to  be  rendered  upon  the 
date  of  such  entry. 

(e)  If  the  assessment  or  collection  of  any  tax  is  barred  by  any 
statute  of  limitations,  the  decision  of  the  Board  to  that  effect  shall 
be  considered  as  its  decision  that  there  is  no  deficiency  in  respect  of 
such  tax. 

(f )  The  findings  of  the  Board  made  in  connection  with  any  decision 
prior  to  the  enactment  of  the  Revenue  Act  of  1926  shall,  notwitlistand- 
Ing  the  enactment  of  such  Act,  continue  to  be  prima  facie  evidence  of 
facts  therein  stated. 

Sbo.  907.  [Revenue  Act  of  1924,  as  amended  by  section  1000,  Revenue 
Act  of  1926,  and  further  amended  by  section  601,  Revenue  Act  of 
1928.]  (a)  Notice  and  opportunity  to  be  heard  upon  any  proceeding 
instituted  before  the  Board  shall  be  given  to  the  taxpayer  and  the  Com- 
missioner, and  a  report  upon  the  proceeding  and  a  decision  thereon 
shall  be  made  as  quickly  as  practicable.  The  decision  shall  be  made 
by  a  member  in  accordance  with  the  report  of  the  Board,  and  such 
decision  so  made  shall,  when  entered,  be  the  decision  of  the  Board. 
If  an  opportunity  to  be  heard  upon  the  proceeding  is  given  l)efore  a 
division  of  the  Board,  neither  the  taxpayer  nor  the  Commissioner 
shall  be  entitled  to  notice  and  opportunity  to  be  heard  before  the 
Board  upon  review,  except  upon  a  specific  order  of  the  chairman. 
Hearings  before  the  Board  and  its  divisions  shall  be  open  to  the  public, 
and  the  testimony,  and,  if  the  Board  so  requires,  the  argument  shall 
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lie  stenographically  reported.  The  Board  Is  anthorlzed  to  contract  (by 
renewal  of  contract  or  otherwise)  for  the  reporting  of  such  hearings, 
and  in  such  contract  to  fix  the  terms  and  conditions  under  which 
transcripts  will  be  supplied  by  the  c<mtractor  to  the  Board  and  to 
other  persons  and  agencies.  The  proceedings  of  the  Board  and  its  divi- 
sions shall  be  conducted  in  accordance  with  such  mles  of  practice  and 
procedure  (other  tban  rules  of  evidence)  as  the  Board  may  prescribe 
and  in  accordance  with  the  rules  of  evidence  applicable  in  courts  of 
equity  of  the  District  of  Olumbia.  In  any  proceeding  involving  the 
issue  whether  the  i>etitioner  has  been  guilty  of  fraud  with  intent  to 
evAde  tax,  where  no  hearing  has  been  held  before  the  enactment  of 
the  Revenue  Act  of  1928,  the  burden  of  proof  in  respect  of  such  issue 
iiiall  be  upon  the  Ck>mmissioDer.  The  mailing  by  registered  mail  of 
Any  pleading,  decision,  order,  notice,  or  process  in  respect  of  proceed- 
ings before  the  Board  shall  be  held  sufficient  service  of  such  pleading, 
deci^Mi,  order,  notice,  or  process. 

(b>  It  shall  be  the  duty  of  the  Board  and  of  eadi  division  to 
Include  In  its  report  upon  any  proceeding  its  findings  of  t&ct  or 
opinion  or  memorandum  (pinion.  The  Board  shall  report  in  writing 
an  its  findings  of  fact,  opinions  and  memorandum  opinions. 

(c)  All  reports  of  the  Board  and  all  evidence  received  by  the  Board 
and  its  divisions,  including  a  transcript  of  the  stenographic  report  of 
the  hearings,  shall  be  public  records  open  to  the  inspection  of  the  public; 
except  that  after  the  decision  of  the  Board  in  any  proceeding  has  be- 
come final  the  Board  may,  upon  motion  of  the  taxpayer  or  the  Ck>mmis- 
sioner,  permit  the  withdrawal  by  the  party  entitled  thereto  of  originals 
of  books,  documents,  and  records,  and  of  models,  diagrams,  and  other 
exhibits,  introduced  in  evidence  before  the  Board  or  any  division ;  or  the 
Board  may,  on  its  own  motion,  make  such  other  disposition  thereof  as  it 
deems  advisable. 

(d)  The  Board  shall  provide  for  the  publication  of  its  reports  at  the 
Government  Printing  Office  in  such  form  and  manner  as  may  be  best 
adapted  for  public  inf ormati<m  and  use,  and  such  authorized  publication 
shall  be  competent  evidence  of  the  reports  of  the  Board  therein  con- 
tained in  all  courts  of  the  United  States  and  of  the  several  States 
without  any  further  proof  or  authentication  thereof.  Such  reports 
shall  be  subject  to  sale  in  the  same  manner  and  upon  the  same  terms  as 
cither  public  documents. 

(e)  The  principal  office  of  the  Board  shall  be  in  the  District  of  CTolumbia, 
but  the  Board  or  any  of  its  divisions  may  sit  at  any  place  within  the 
United  States.  The  times  and  places  of  the  meetings  of  the  Board  and 
of  Its  divisions  shall  be  prescribed  by  the  chairman  with  a  view  to  secur- 
ing reasonable  opportunity  to  taxpayers  to  appear  before  the  Board  or 
any  of  Its  divisions,  with  as  little  inconvenience  and  expense  to  tax- 
payers as  Is  practicable. 

(f )  The  Secretary  of  the  Treasury  shall  provide  the  Board  with 
suitable  rooms  In  courthouses  or  other  buildings  when  necessary  for 
hearings  by  the  Board,  or  any  division  thereof,  outside  the  District  of 
CJolumbia, 
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Sioa  908.  [Revemie  Act  of  1924,  <^  amend^  byi  section  1000,  Revewae 
Act  of  1926.]  For  the  efficient  administration  of  the  functions  vested 
in  the  Board  or  any  division  thereof,  any  member  of  the  Board,  or 
any  employee  of  the  Board  designated  in  writing  for  the  purpose 
by  the  chairman,  may  administer  oaths,  and  any  member  of  the 
Board  may  examine  witnesses  and  require,  by  subpcena  ordered  by 
the  Board  or  any  division  thereof  and  signed  by  the  member,  (1)  the 
attendance  and  testimony  of  witnesses,  and  the  production  of  all 
necessary  returns,  books,  papers,  documents,  correspondence,  and 
other  evidence,  from  any  place  in  the  United  States  at  any  desig- 
nated place  of  hearing,  or  (2)  the  taking  of  a  deposition  before  any 
designated  individual  competent  to  administer  oaths  under  this  Act. 
In  the  case  of  a  deposition  the  testimony  shall  be  reduced  to  writing 
by  the  individual  taking  the  deposition  or  under  his  direction  and 
shall  then  be  subscribed  by  the  deponent. 

Sbc.  909.  [Revenue  Act  of  1924,  <i»  amended  bv  section  1000,  Revenue 
Act  of  1926.]  (a)  Any  witness  summoned  or  whose  deposition  is  taken 
under  sectl<Mi  908  shall  receive  the  same  fees  and  mileage  as  witnesses 
in  courts  of  the  United  States.  Such  fees  and  mileage  and  the  ex- 
penses of  taking  any  such  deposition  shall  be  paid  as  follows : 

(1)  In  the  case  of  witnesses  for  the  Commissioner,  such  payments 
shall  be  made  by  the  Secretary  out  of  any  moneys  appropriated  for 
the  collection  of  internal-revenue  taxes,  and  may  be  made  in  advance. 

(2)  In  the  case  of  any  other  witnesses,  such  payments  shall  be 
made,  subject  to  rules  prescribed  by  the  Board,  by  the  party  at  whose 
instance  the  witness  appears  or  the  deposition  is  taken. 

(b)  This  section  shall  take  effect  as  of  June  2,  1924,  in  the  case 
of  fees,  mileage,  or  expenses  accrued  prior  to,  but  remaining  unpaid 
at  the  time  of,  the  enactment  of  the  Revenue  Act  of  1926. 

EXPENDITUSES    AI7D    PEBSONNIX. 

Sec.  910.  [Revenue  Act  of  1924,  «»  amended  hy  section  1000,  Revenue 
Act  of  1926.]  The  members  of  the  Board  shall  receive  necessary  travel- 
ing expenses,  and  expenses  actually  incurred  for  subsistence  while 
traveling  on  duty  and  away  from  their  designated  stations,  subject 
to  the  same  limitations  in  amount  as  are  now  or  may  hereafter  be 
applicable  to  the  Board  of  General  Appraisers.  The  employees  of  the 
Board  shall  receive  their  necessary  traveling  expenses,  and  expenses 
actually  Incurred  for  subsistence  while  traveling  on  duty  and  away 
from  their  designated  stations,  in  an  amount  not  to  exceed  $5  per 
day.  The  Board  is  authorized  in  accordance  with  the  civil  service  laws 
to  appoint,  and  in  accordance  with  the  Classification  Act  of  1923  to 
fix  the  compensation  of,  such  employees,  and  to  make  such  expendi- 
tures (including  expenditures  for  personal  services  and  rent  at  the 
seat  of  Government  and  elsewhere,  and  for  law  books,  books  of  refer- 
ence, and  periodicals),  as  may  be  necessary  efficiently  to  execute  the 
functions  vested  in  the  Board.  All  expenditures  of  the  Board  shall 
be  allowed  and  paid,  out  of  any  moneys  appropriated  for  the  pur- 
poses of  the  Board,  uijon  presentation  of  itemized  vouchers  therefor 
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signed  by  tbe  chainuau.  All  fees  receiyed  by  the  Board  shall  be 
covered  into  the  Treasury  as  miscellaneous  receipts.  Section  3709  of 
the  ReTised  Statutes  of  the  United  States  shall  not  be  construed  to 
apply  to  any  purchase  or  service  rendered  for  the  Board  when  the 
aggregate  amount  involved  does  not  exceed  the  sum  of  $25. 

navoLous  aivkaim  to  boabd 

Sbo.  mi,  IRevenme  Act  of  1924,  m  amended  by  section  1000,  Revenue 
Act  of  1926.}  Whenever  it  appears  to  the  Board  that  proceedings 
before  it  have  been  instituted  by  the  taxpayer  merely  for  delay, 
damages  in  an  amount  not  in  excess  of  $500  shall  be  awarded  to  the 
United  States  by  the  Board  in  its  decision.  Damages  so  awarded  shall 
be  assessed  at  the  same  time  as  the  deficiency  and  shall  be  paid  upon 
notice  and  demand  from  the  collector,  and  shall  be  collected  as  a 
part  of  the  tax 

TRANBFEBOB  PBOCiaGDINOS 

S«o.  «12.  [Revenue  Act  of  1924,  added  by  section  602,  Revenue  Act 
of  1928.}  In  proceedings  before  the  Board  the  burden  of  proof  shall 
be  upon  the  Cknnmissioner  to  show  that  a  petitioner  is  liable  as  a 
transferee  of  property  of  a  taxpayer,  but  not  to  show  that  the  taxpayer 
was  liable  for  the  tax. 

Sac.  913.  [Revenue  Act  of  1924,  added  by  section  602,  Revenue  Act 
of  1928,}  Upon  application  to  the  Board,  a  transferee  of  property  of  a 
taxpayer  shall  be  entitled,  under  rules  prescribed  by  the  Board,  to  a 
preliminary  examination  of  books,  papers,  documents,  correspondence, 
and  other  evidence  of  the  taxpayer  or  a  preceding  transferee  of  the 
taxpayer's  property,  if  the  transferee  making  the  application  is  a  peti- 
tioner before  the  Board  for  the  redetermination  of  his  liability  in 
respect  of  the  tax  (including  interest,  penalties,  additional  amounts, 
and  additions  to  the  tax  provided  by  law)  imposed  upon  the  taxpayer. 
Upon  such  application  the  Board  may  require  by  subpoena,  ordered  by 
the  Board  or  any  division  thereof  and  signed  by  a  member,  the  produce 
ti<m  of  all  such  books,  papers,  documents,  correspondence,  and  other 
evidence  within  the  United  States  the  production  of  which,  in  the 
opinion  of  the  Board  or  division  thereof,  is  necessary  to  enable  the 
transferee  to  ascertain  the  liability  of  the  taxpayer  or  preceding  tran». 
feree  and  will  not  result  in  undue  hardship  to  the  taxpayer  or  preced- 
ing transferee.  Such  examination  shall  be  had  at  such  time  and  place 
«a  may  be  designated  in  the  subpoena. 


RSVIS.KD  STATUTES 

Sec.  989.  [Revised  Statutes.}  When  a  recovery  is  had  in  any  suit  or 
proceeding  against  a  collector  or  other  officer  of  the  revenue  for  any  act 
done  by  him,  or  tor  the  recovery  of  any  money  exacted  by  or  paid  to 
him  and  by  him  paid  into  the  Treasury,  in  the  performance  of  his  official 
duty,  and  the  court  certifies  that  there  was  probable  cause  for  the  act 
done  by  the  collector  or  other  officer,  or  that  he  acted  under  the  direc- 
tions of  the  Secretary  of  the  Treasury,  or  other  proper  officer  of  the 
Qovemment,  no  execution  shall  issue  against  such  collector  or  other 
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officer,  but  the  amount  so  recovered  .«<hall,  upon  final  judgment,  be  pro- 
vided for  and  paid  out  of  the  proper  appropriation  from  the  Treasury. 
Sbo.  3164.  [Revised  Statutes,  as  amended,  and  reenacted  icithout 
change  by  section  1115,  Revenue  Act  of  1926.}  It  shall  be  the  duty 
of  every  collector  of  internal  revenue  having  knowledge  of  any  willful 
violation  of  any  law  of  the  United  States  relating  to  the  revenue, 
within  thirty  days  after  coming  into  possession  of  such  knowledge, 
to  file  with  the  district  attorney  of  the  district  in  which  any  fine, 
penalty,  or  forfeiture  may  be  incurred,  a  statement  of  all  the  facts 
and  circumstances  of  the  case  within  his  knowledge,  together  with 
the  names  of  the  witnesses,  setting  forth  the  provisions  of  law  be- 
lieved to  be  so  violated  on  which  reliance  may  be  had  for  condem- 
nation or  conviction. 

Sec.  3165.  [Revised  Statutes,  as  amended,  and  reenacted  without 
change  by  section  1115,  Revenue  Act  of  1926.}  Every  collector,  deputy 
collector,  internal-revenue  agent,  and  internal-revenue  officer  assigned 
to  duty  under  an  internal-revenue  agent,  is  authorized  to  administer 
oaths  and  to  take  evidence  touching  any  part  of  the  administration  ol 
the  internal-revenue  laws  with  which  he  is  charged,  or  where  such 
oaths  and  evidence  are  authorized  by  law  or  regulation  authorized 
by  law  to  be  taken. 

Sec.  3167.  [Revised  Statutes,  a#  amended,  and  reenaxsted  without 
change  by  seoliAm  1115,  Revenue  Act  of  1926.}  It  shall  be  unlawful 
for  any  collector,  deputy  collector,  agent,  clerk,  or  other  officer  or 
employee  of  the  United  States  to  divulge  or  to  make  known  in  any 
manner  whatever  not  provided  by  law  to  any  person  the  operations, 
style  of  work,  or  apparatus  of  any  manufacturer  or  producer  visited 
by  him  in  the  discharge  of  his  official  duties,  or  the  amount  or 
source  of  income,  profits,  losses,  expenditures,  or  any  particular 
thereof,  set  forth  or  disclosed  in  any  income  return,  or  to  permit 
any  income  return  or  copy  thereof  or  any  book  containing  any  ab- 
stract or  particulars  thereof  to  be  seen  or  examined  by  any  person 
except  as  provided  by  law;  and  it  shall  be  unlawful  for  any  per- 
son to  print  or  publish  in  any  manner  whatever  not  provided  by 
law  any.  income  return,  or  any  part  thereof  or  source  of  income, 
profits,  losses,  or  expenditures  appearing  in  any  income  return;  and 
any  offense  against  the  foregoing  provision  shall  be  a  misdemeanor 
and  be  punished  by  a  fine  not  exceeding  $1,000  or  by  imprisonment  not 
exceeding  one  year,  or  both,  at  the  discretion  of  the  court ;  and  if  the 
offender  be  an  officer  or  employee  of  the  United  States  he  shall  be 
dismissed  from  office  or  discharged  from  employement. 

Sec.  3172.  [Revised  Statutes,  as  amended,  and  reenacted  uHthout 
change  by  section  1115,  Revenue  Act  of  1926.}  Every  collector  shall, 
from  time  to  time,  cause  his  deputies  to  proceed  through  every 
part  of  his  district  and  inquire  after  and  concerning  all  persons  there- 
in who  are  liable  to  pay  any  internal-revenue  tax,  and  all  persons  own- 
ing or  having  the  care  and  management  of  any  objects  liable  to  pay 
any  tax,  and  to  make  a  list  of  such  persons  and  enumerate  said  objects. 

Seo.  3173.  [Revised  Statutes,  as  amended,  and  reenacted  uHthout 
change  by  section  1115,  Revenue  Act  of  1926.}  It  shall  be  the  duty  of 
any  person,  partnership,  firm,  association,  or  corporation,  made  liable 
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to  any  duty,  special  tax,  or  other  tax  imposed  by  law,  when  not  other- 
wise provided  for,  (1)  in  case  of  a  special  tax,  on  or  before  the 
thirty-first  day  of  July  in  each  year,  and  (2)  in  other  cases  before 
the  day  on  which  the  taxes  accrue,  to  make  a  list  or  return,  verified 
by  oath,  to  the  collector  or  a  deputy  collector  of  the  district  where 
located,  of  the  articles  or  objects,  including  the  quantity  of  goods, 
wares,  and  merchandise,  made  or  sold  and  charged  with  a  tax,  the 
several  rates  and  aggregate  amount,  according  to  the  forms  and  regula- 
tions to  be  prescribed  by  the  Ck>mmissioner  of  Internal  Revenue,  with 
the  approval  of  the  Secretary  of  the  Treasury,  for  which  such  person, 
partnership,  firm,  association,  or  corporation  is  liable:  Provided^  That 
if  any  person  liable  to  pay  any  duty  or  tax,  or  owing,  possessing,  or  hav- 
ing the  care  or  management  of  property,  goods,  wares,  and  mer- 
chandise, article  or  objects  liable  to  pay  any  duty,  tax,  or  license, 
shall  fail  to  make  and  exhibit  a  list  or  return  required  by  law, 
but  shall  consent  to  disclose  the  particulars  of  any  and  all  the  prop- 
erty, goods,  wares,  and  merchandise,  articles,  and  objects  liable  to 
pay  any  duty  or  tax,  or  any  business  or  occupation  liable  to  pay 
any  tax  as  aforesaid,  then,  and  in  that  case,  it  shall  be  the  duty  of 
the  collector  or  deputy  collector  to  make  such  list  or  return,  which, 
being  distinctly  read,  consented  to,  and  signed  and  verified  by  oath 
by  the  person  so  owning,  possessing,  or  having  the  care  and  manage- 
ment as  aforesaid,  may  be  received  as  the  list  of  such  person:  Pro- 
vided further.  That  in  case  no  annual  list  or  return  has  been  ren- 
dered by  such  person  to  the  collector  or  deputy  collector  as  required 
by  law,  and  the  person  shall  be  absent  from  his  or  her  residence  or 
place  of  business  at  the  time  the  collector  or  a  deputy  collector  shall 
call  for  the  annual  list  or  return,  it  shall  be  the  duty  of  such  collector 
or  deputy  collector  to  leave  at  such  place  of  residence  or  business, 
with  some  one  of  suitable  age  and  discretion,  if  such  be  present, 
otherwise  to  deposit  in  the  nearest  post  office,  a  note  or  memorandum 
addressed  to  such  person,  requiring  him  or  her  to  render  to  such 
collector  or  deputy  collector  the  list  or  return  required  by  law  within 
ten  days  from  the  date  of  such  note  or  memorandum,  verified  by 
iMth.  And  if  any  person,  on  being  notified  or  required  as  afore- 
said, shall  refuse  or  neglect  to  render  such  list  or  return  within 
the  time  required  as  aforesaid,  or  whenever  any  person  who  Is 
required  to  deliver  a  monthly  or  other  return  of  objects  subject  to 
tax  fails  to  do  so  at  the  time  required,  or  delivers  any  return  which, 
In  the  opinion  of  the  collector,  is  erroneous,  false,  or  fraudulent,  or 
contains  any  undervaluation  or  understatement,  or  refuses  to  allow 
any  regularly  authorized  Government  ofllcer  to  examine  the  books 
of  such  person,  firm,  or  corporation,  it  shall  be  lawful  for  the  col- 
lectXMT  to  summon  such  person,  or  any  other  person  having  posses- 
sion, custody,  or  care  of  books  of  account  containing  entries  relating 
to  the  business  of  such  person  or  any  other  person  he  may  deem 
proper,  to  appear  before  him  and  produce  such  books  at  a  time  and 
place  named  in  the  summons,  and  to  give  testimony  or  answer  inter- 
rogatories, under  oath,  respecting  any  objects  or  income  liable  to  tax 
or  the  returns  thereof.  The  collector  may  summon  any  person  resid- 
ing or  found  within   the   State  or  Territory  in  which   his  district 
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lies;  and  when  the  person  intended  to  be  summoned  does  not  reside 
and  can  not  be  found  within  such  State  or  Territory,  he  may  enter 
any  collection  district  where  such  person  may  be  found  and  there 
make  the  examination  herein  authorized.  And  to  this  end  he  may 
there  exercise  all  the  authority  which  he  might  lawfully  exercise  in 
the  district  for  which  he  was  commissioned:  PraiHded,  That  "per- 
son," as  used  in  this  section,  shall  be  construed  to  include  any  cor- 
poration, joint-stock  company  or  association,  or  insurance  company 
when  such  construction  is  necessary  to  carry  out  its  provisions. 

SBa  3176.  [Revised  Statutes,  as  amended  by  section  llOS,  Revenue 
Aot  of  1926,  and  further  ammded  hy  section  619,  Revenue  Act  of 
1928.]     If  any  person,  corporation,  company,  or  association  fails  to 
make  and  file  a  return  or  Ust  at  the  time  prescribed  by  law  or  by 
regulation  made  under  authority  of  law,  or  makes,  willfuUy  or  other- 
wise, a  false  or  fraudulent  return  or  list,  the  collector  or  deputy  col- 
lector shall  make  the  return  or  list  from  his  own  knowledge  and  from 
such  information  as  he  can  obtain  through  testimony  or  otherwise. 
In  any  such  case  the  Commissioner  of  Internal  Revenue  may,  from  his 
own  knowledge  and  from  such  information  as  he  can  obtain  through 
testimony  or  otherwise,  make  a  return  or  amend  any  return  made  by  a 
collector  or  deputy  collector.    Any  return  or  list  so  made  and  sub- 
scribed by  the  Commissioner,  or  by  a  collector  or  deputy  coUector  and 
approved  by  the  Commissioner,  shall  be  prima  facie  good  and  sufficient 
for  all  legal  purposes. 

If  the  faUure  to  file  a  return  (other  than  a  return  of  income  tax) 
or  a  list  is  due  to  sickness  or  absence,  the  collector  may  allow  such 
further  time,  not  exceeding  30  days,  for  making  and  filing  the  return 
or  list  as  he  deems  proper. 

The  Commissioner  of  Internal  Revenue  shaU  determine  and  assess 
aU  taxes,  other  than  stamp  taxes,  as  to  which  returns  or  Usts  are  so 
made  under  the  provisions  of  this  section.  In  case  of  any  failure  to 
make  and  file  a  return  or  list  within  the  time  prescribed  by  law,  or 
prescribed  by  the  Commissioner  of  Internal  Revenue  or  the  collector  in 
pursuance  of  law,  the  Qommissioner  shall  add  to  the  tax  25  per  centum 
of  Its  amount,  except  that  when  a  return  is  filed  after  such  time  and 
it  is  shown  that  the  failure  to  file  it  was  due  to  a  reasonable  cause  and 
not  to  willful  neglect,  no  such  addition  shall  be  made  to  the  tax.  In 
case  a  false  or  fraudulent  return  or  list  is  willfully  made,  the  Commis- 
sioner shall  add  to  the  tax  50  per  centum  of  its  amount. 

The  amount  so  added  to  any  tax  shaU  be  coUected  at  the  same  time 
and  m  the  same  manner  and  as  a  part  of  the  tax  unless  the  tax  has 
been  paid  before  the  discovery  of  the  neglect,  falsity,  or  fraud,  in  which 
^se  the  amount  so  added  shall  be  collected  in  the  same  manner  as 
the  tax. 

Sec.  3186.  [Revised  Statutes,  as  amended,  and  further  amended  by 
section  61S,  Revenue  Act  of  1928.]  (a)  If  any  person  liable  to  pay 
any  tax  neglects  or  refuses  to  pay  the  same  after  demand,  the  amount 
(including  any  interest,  penalty,  additional  amount,  or  addltic^  to 
such  tax,  together  with  any  costs  that  may  accrue  in  addition  thereto) 
^aU  be  a  lien  in  favor  of  the  United  States  upon  all  property  and 
rights  to  pr<^rty,  whethei-  real  or  personal,  belonging  to  such  person. 
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Unless  another  date  is  spedflcally  fixed  by  law,  the  lien  shall  arise  at 
the  time  the  assessment  list  was  received  by  the  collector  and  shall 
continue  until  the  liability  for  such  amount  is  satisfied  or  becomes 
unenforceable  by  reason  of  lapse  of  time. 

(b)  Such  lien  shall  not  be  valid  as  against  any  mortgagee,  pur- 
chaser, or  judgment  creditor  until  notice  thereof  has  been  filed  by 
the  collector — 

(1)  in  accordance  with  the  law  of  the  State  or  Territory  in  which 
the  property  subject  to  the  lien  is  situated,  whenever  the  State  or 
Territory  has  by  law  provided  for  the  filing  of  such  notice;  or 

(2)  in  the  office  of  the  clerk  of  the  United  States  District  Court 
fw  the  judicial  district  In  which  the  property  subject  to  the  lien  is 
situated,  whenever  the  State  or  Territory  has  not  by  law  provided 
for  the  filing  of  such  notice;  or 

(3)  in  the  office  of  the  clerk  of  the  Supreme  Court  of  the  District 
of  Columbia,  if  the  property  subject  to  the  lien  is  situated  in  the 
District  of  Columbia. 

(c)  Subject  to  such  regulations  as  the  Commissioner  of  Internal 
Revenue,  with  the  approval  of  the  Secretary  of  the  Treasury,  may 
prescribe,  the  collector  of  internal  revenue  charged  with  an  assess- 
ment in  respect  of  any  tax — 

(1)  May  issue  a  certificate  of  release  of  the  lien  if  the  collector 
finds  that  the  liability  for  the  amount  assessed,  together  with  all  in- 
terest in  respect  thereof,  has  been  satisfied  or  has  become  unen- 
forceable ; 

(2)  May  issue  a  certificate  of  release  of  the  lien  if  there  is  fur- 
nished to  the  collector  and  accepted  by  him  a  bond  that  is  conditioned 
upon  the  payment  of  the  amount  assessed,  together  with  all  interest 
in  respect  thereof,  within  the  time  prescribed  by  law  (including  any 
extension  of  such  time),  and  that  is  in  accordance  with  such  require- 
ments relating  to  terms,  conditions,  and  form  of  the  bond  and  sureties 
thereon,  as  may  be  specified  in  the  regulations ; 

(3)  May  issue  a  certificate  of  partial  discharge  of  any  iKirt  of  the 
property  subject  to  the  lien  tf  the  collector  finds  that  the  fair  market 
▼alue  of  that  part  of  such  property  remaining  subject  to  the  lien  is  at 
least  double  the  amount  of  the  liability  remaining  unsatisfied  in  respect 
of  such  tax  and  the  amount  of  all  prior  liens  upon  such  property. 

(d>  A  certificate  of  release  or  of  partial  discharge  issued  under  this 
section  shall  be  held  conclusive  that  the  lien  upon  the  property  covered 
by  the  certificate  is  extinguished. 

(e)  The  Commissioner  of  Internal  Revenue,  with  the  approval  of 
the  Secretary  of  the  Treasury,  may  by  regulation  provide  for  the  ac- 
ceptance of  a  single  bond  complying  both  with  the  requirements  of 
section  272  (j)  of  the  Revenue  Act  of  1928  (relating  to  the  extension 
of  time  for  the  payment  of  a  deficiency),  or  of  any  similar  provisions 
of  any  prior  law,  and  the  requirements  of  subsection  (c)  of  this 
section. 

(f)  Subsections  (c),  (d),  and  (e)  of  this  section  shall  apply  to 
ft  lien  in  respect  of  any  internal-revenue  tax,  whether  or  not  the  lien 
is  imposed  by  this  section. 
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Saa  319C>.  [Revised  Statutes,  as  amended,  and  reetiacted  toUhoui 
ohanoe  by  section  1128,  Revenue  Act  of  1926J\  When  any  property 
Uable  to  distraint  for  taxes  is  not  divisible,  so  as  to  enable  the  collector 
by  sale  of  a  part  thereof  to  raise  the  whole  amount  of  the  tax, 
with  all  costs  and  charges,  the  whole  of  such  property  shall  be  sold, 
and  the  surplus  of  the  proceeds  of  the  sale,  after  making  allowance  for 
the  amount  of  the  tax,  interest,  penalties,  and  additions  thereto,  and 
for  the  costs  and  charges  of  the  distraint  and  sale,  shall  be  deposited 
with  the  Treasurer  of  the  United  States  as  provided  in  subdivision 
(b)  of  section  3210. 

Sbo.  3200.  [Revised  Statutes,  as  amended  ty  section  1129,  Revenue 
Act  of  1926.}  Any  collector  or  deputy  collector  may,  for  the  collection 
of  taxes  imposed  upon  any  person,  and  committed  to  him  for  collec- 
tion, seize  and  sell  any  of  the  property,  real  or  personal  (except  prop- 
erty exempt  from  distraint  and  sale,  under  section  3187  of  the 
Revised  Statutes),  or  any  right  or  interest  therein,  of  such  person  situ- 
ated in  any  other  collection  district  within  the  State  in  which  such 
officer  resides,  notwithstanding  the  provisions  of  section  3209  of  the 
Revised  Statutes;  and  his  proceedings  in  relation  thereto  shall  have 
the  same  effect  as  if  the  same  were  had  in  his  proper  collection  district. 

Sbo.  3207.  [Revised  Statutes,  as  amended,  and  reenacted  without 
change  hy  section  1121,  Revenue  Act  of  1926.}  (a)  In  any  case  where 
there  has  been  a  refusal  or  neglect  to  pay  any  tax,  and  it  has  become 
necessary  to  seize  and  sell  real  estate  to  satisfy  the  same,  the  Com- 
missioner of  Internal  Revenue  may  direct  a  bill  in  chancery  to  be  filed, 
in  a  district  court  of  the  United  States,  to  enforce  the  lien  of  the 
United  States  for  tax  upon  any  real  estate,  or  to  subject  any  real 
estate  owned  by  the  delinquent,  or  in  which  he  has  any  right,  title,  or 
interest,  to  the  payment  of  such  tax.  All  persons  having  liens  upon 
or  claiming  any  interest  in  the  real  estate  sought  to  be  subjected  as 
aforesaid,  shall  be  made  parties  to  such  proceedings,  and  be  brought 
into  court  as  provided  in  other  suits  in  chancery  therein.  And  the 
said  court  shall,  at  the  term  next  after  the  parties  have  been  duly 
notified  of  the  proceedings,  unless  otherwise  ordered  by  the  court,  pro- 
ceed to  adjudicate  all  matters  involved  therein,  and  finally  determine 
the  merits  of  all  claims  to  and  liens  upon  the  real  estate  in  question, 
and,  in  all  cases  where  a  claim  or  interest  of  the  United  States  therein 
is  established,  shall  decree  a  sale  of  such  real  estate,  by  the  proper 
officer  of  the  court,  and  a  distribution  of  the  proceeds  of  such  sale 
according  to  the  findings  of  the  court  in  respect  to  the  interests  of  the 
parties  and  of  the  United  States. 

(b>  Any  person  having  a  lien  upon  or  any  interest  in  such  real 
estate,  notice  of  which  has  been  duly  filed  of  record  in  the  jurisdiction 
in  which  the  real  estate  is  located,  prior  to  the  filing  of  notice  of  the 
lien  of  the  United  States  as  provided  by  section  3186  of  the  Revised 
Statutes  as  amended,  or  any  person  purchasing  the  real  estate  at  a 
sale  to  satisfy  such  prior  lien  or  interest,  may  make  written  request 
to  the  Commissioner  of  Internal  Revenue  to  direct  the  filing  of  a  bill 
in  chancery  as  provided  in  subdivision  (a),  and  if  the  Commissioner 
fails  to  direct  the  filing  of  such  bill  within  six  months  after  receipt 
of  such  written  request,  such  person  or  purchaser  may,  after  giving 
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notice  to  the  Commissioner,  file  a  petition  in  the  district  court  of  the 
United  States  for  the  district  hi  which  the  real  estate  is  located,  pray- 
ing leave  to  file  a  bill  for  a  final  determination  of  all  claims  to  or  liens 
upon  the  real  estate  in  question.  After  a  fnll  hearing  in  open  court, 
the  district  court  may  in  its  discretion  enter  an  order  granting  leave 
to  file  such  bill,  in  which  the  United  States  and  all  persons  having 
liens  upon  or  claiming  any  interest  in  the  real  estate  shall  be  made 
parties.  Service  on  the  United  States  shall  be  had  In  the  manner 
provided  by  sections  5  and  6  of  the  Act  of  March  3,  1887,  entitled  "  An 
Act  to  provide  for  the  bringing  of  suits  against  the  Government  of  the 
United  States."  Upon  the  filing  of  such  bill  the  district  court  shall 
proceed  to  adjudicate  the  matters  involved  therein,  in  the  same  manner 
as  in  the  case  of  bills  filed  under  subdivision  (a)  of  this  section.  For 
the  purpose  of  such  adjudication,  the  assessment  of  the  tax  upon  which 
the  lien  of  the  United  States  is  based  shall  be  conclusively  presumed 
to  be  valid,  and  all  costs  of  the  proceedings  on  the  petition  and  the 
bill  shall  be  borne  by  the  person  filing  the  bill. 

Sdc.  3210.  {Revised  Statutes,  as  amendedy  and  reenacted  toithout 
change  htf  section  1128,  Revenue  Act  of  1926.]  (a)  Except  as  provided 
in  subdivision  (b)  the  gross  amount  of  all  taxes  and  revenues  received 
under  the  provisions  of  this  Act,  and  collections  of  whatever  nature 
received  or  collected  by  authority  of  any  internal-revenue  law,  shall  be 
paid  dally  Into  the  Treasury  of  the  United  States  under  Instructions 
of  the  Secretary  of  the  Treasury  as  internal-revenue  collections,  by  the 
officer  receiving  or  collecting  the  same,  without  any  abatement  or 
deduction  on  account  of  salary,  compensation,  fees,  costs,  charges, 
expenses,  or  claims  of  any  description.  A  certificate  of  such  payment, 
stating  the  name  of  the  depositor  and  the  specific  account  on  which  the 
deposit  was  made,  signed  by  the  treasurer,  assistant  treasurer,  desig- 
nated depositary,  or  proper  officer  of  a  deposit  bank,  shall  be 
transmitted  to  the  Ck>mmlssioner  of  Internal  Revenue. 

(b)  Sums  offered  in  compromise  under  the  provisions  of  section 
3229  of  the  Revised  Statutes  and  section  35  of  TiUe  II  of  the 
National  Prohibition  Act,  sums  offered  for  the  purchase  of  real  estate 
under  the  provisions  of  section  3208  of  the  Revised  Statutes,  and 
surplus  proceeds  in  any  distraint  sale,  after  making  allowance  for 
the  amount  of  the  tax,  interest,  penalties,  and  additions  thereto,  and 
for  costs  and  charges  of  the  distraint  and  sale,  shall  be  deposited 
with  the  Treasurer  of  the  United  States  In  a  special  deposit  account 
In  the  name  of  the  collector  making  the  deposit.  Upon  acceptance 
of  such  offer  in  compromise  or  offer  for  the  purchase  of  such  real 
estate,  the  amount  so  accepted  shall  be  withdrawn  by  the  collector 
from  bis  special  deposit  account  with  the  Treasurer  of  the  United 
States  and  deposited  in  the  Treasury  of  the  United  States  as 
internal-revenue  collections.  Upon  the  rejection  of  any  such  offer, 
tlie  Ck>mmissloner  shall  authorise  the  collector,  through  whom  the 
amount  of  such  oifar  was  submitted,  to  refund  to  the  maker  of  such 
offer  the  amount  thereof.  In  the  case  of  surplus  proceeds  from  dis- 
traint sales  the  Commissioner  shall,  upon  application  and  satisfao- 
tory  proof  In  support  thereof,  authorize  the  collector  through  whom 
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the  amount  was  received  to  refund  the  same  to  the  person  or  persons 
legally  entitled  thereto. 

Sec.  3214.  [Revised  Statutes.]  No  suit  for  the  recovery  of  taxes, 
or  of  any  fine,  penalty,  or  forfeiture,  shall  be  commenced  unless  the 
Commissioner  of  Internal  Revenue  authorizes  or  sanctions  the  pro- 
ceedings: Provided,  That  in  case  of  any  suit  for  penalties  or  for- 
feitures brought  upon  information  received  from  any  person,  other 
than  a  collector  or  deputy  collector,  the  United  States  shall  not  be 
subject  to  any  costs  of  suit. 

Sbc.  3218.  [Revised  Statutes.]  Every  collector  shall  be  charged  with 
the  whole  amount  of  taxes,  whether  contained  in  lists  transmitted  to 
him  by  the  Commissioner  of  Internal  Revenue,  or  by  other  collectors, 
or  delivered  to  him  by  his  predecessor  in  office,  and  with  the  additions 
thereto,  with  the  par  value  of  all  stamps  deposited  with  him,  and  with 
all  moneys  collected  for  penalties,  forfeitures,  fees,  or  costs;  and 
he  shall  be  credited  with  all  payments  into  the  Treasury  made  as 
provided  by  law,  with  all  stamps  returned  by  him  uncanceled  to  the 
Treasury,  and  with  the  amount  of  taxes  contained  in  the  lists  trans- 
mitted In  the  manner  heretofore  provided  to  other  collectors,  and  by 
them  receipted  as  aforesaid ;  also  with  the  amount  of  the  taxes  of  such 
persons  as  may  have  absconded,  or  become  insolvent,  prior  to  the  day 
when  the  tax  ought,  according  to  the  provisions  of  law,  to  have  been 
collected,  and  with  all  uncollected  taxes  transferred  by  him  or  by  his 
deputy  acting  as  collector  to  his  successor  in  office :  Provided,  That  it 
shall  be  proved  to  the  satisfaction  of  the  Commissioner  of  Internal 
Revenue,  who  shall  certify  the  facts  to  the  (First)  Comptroller  of  the 
Treasury,  that  due  diligence  was  used  by  the  collector.  And  each 
collector  shall  also  be  credited  with  the  amount  of  all  property  pur- 
chased by  him  for  the  use  of  the  United  States,  provided  he  faithfully 
account  for  and  pay  over  the  proceeds  thereof  upon  a  resale  of  the 
same  as  required  by  law. 

Sbo.  3224.  [Revised  Statutes.]  No  suit  for  the  purpose  of  restraining 
the  assessment  or  collection  of  any  tax  shall  be  maintained  in  any 
court. 

Sbc.  3226.  [Revised  Statutes,  as  amended,  and  reenacted  without 
change  hy  section  11  IS,  Revenue  Act  of  1926.]  No  suit  or  proceeding 
shall  be  maintained  in  any  court  for  the  recovery  of  any  internal- 
revenue  tax  alleged  to  have  been  erroneously  or  illegally  assessed  or 
collected,  or  of  any  penalty  claimed  to  have  been  collected  without 
authority,  or  of  any  sum  alleged  to  have  been  excessive  or  in  any  man- 
ner wrongfully  collected  until  a  claim  for  refund  or  credit  has  been 
duly  filed  with  the  Commissioner  of  Internal  Revenue,  according  to 
the  provisions  of  law  in  that  regard,  and  the  regulations  of  the 
Secretary  of  the  Treasury  established  in  pursuance  thereof;  but  such 
suit  or  proceeding  may  be  maintained,  whether  or  not  such  tax,  penalty, 
or  sum  has  been  paid  under  protest  or  duress.  No  such  suit  or  pro- 
ceeding shall  be  begun  before  the  expiration  of  six  months  from  the 
date  of  filing  such  claim  unless  the  Commissioner  renders  a  decision 
thereon  within  that  time,  nor  after  the  expiration  of  five  years  from 
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tlie  dmie  d  the  pftyment  of  such  tax,  penalty,  or  sum,  unless  such  suit 
or  proceeding  is  begun  within  two  years  after  the  disallowance  of  the 
part  of  such  claim  to  which  such  suit  or  proceeding  relates.  The 
Commissioner  shall  within  90  days  after  any  such  disallowance  notii^ 
the  taxpayer  thereof  by  mail. 

Sso.  3229.  IBeviMd  Statutes.]  The  Commissioner  ol  Internal  Ber- 
enue,  with  the  advice  and  consent  of  the  Secretary  of  the  Treasury, 
may  compromise  any  civil  or  criminal  case  arising  under  the  internal- 
reyenue  laws  instead  of  commencing  suit  thereon;  and,  with  the  ad- 
Yice  and  cons^t  of  the  said  Secretary  and  the  recommendation  of  the 
Attorney  General,  he  may  compromise  any  such  case  after  a  suit 
thereon  has  been  commenced.  Wheueyer  a  compromise  is  made  in  any 
case  there  shall  be  placed  on  file  in  the  office  of  the  Conunissioner  the 
opinion  of  the  Solicitor  of  Internal  Reyenue,  or  of  the  officer  acting 
as  such,  with  his  reasons  therefor,  with  a  statement  of  the  amount 
of  tax  assessed,  the  amount  of  additional  tax  or  penalty  imposed 
by  law  in  consequence  of  the  neglect  or  delinquency  of  the  person 
against  whom  the  tax  is  assessed,  and  the  amount  actually  paid 
In  accordance   with  the  terms  of  the  compromise. 

Saa  3466w  IRevUed  Statutes,}  Whereyer  any  person  indebted  to  the 
United  States  is  insolyent,  or  whenever  the  estate  of  any  deceased 
debtor,  in  the  hands  of  the  executors  or  administrators,  is  insufficient 
to  pay  all  the  debts  due  from  the  deceased,  the  debts  due  to  the  United 
States  shall  be  first  satisfied ;  and  the  priority  hereby  established  shaU 
extend  as  well  to  cases  in  which  a  debtor,  not  haying  sufficient  prop- 
erty to  pay  all  his  debts,  makes  a  voluntary  assignment  thereof,  or 
in  which  the  estate  and  effects  of  an  absconding,  concealed,  or  absent 
debtor  are  attached  by  process  of  law,  as  to  cases  in  which  an  act  of 
bankruptcy  is  committed. 

Sno.  3467.  IRevised  Statutes.}  Every  executor,  administrator,  or 
assignee,  or  other  person,  who  pays  any  debt  due  by  the  person  or  estate 
from  whom  or  for  which  he  acts,  before  he  satisfies  and  pays  the 
debts  due  to  the  United  States  from  such  person  or  estate,  shall  be- 
come answerable  in  his  own  person  and  estate  for  the  debts  due  to 
the  United  States,  or  for  so  much  thereof  as  may  remain  due  and 
unpaid. 

Saa  3477.  IBevtsed  Statutes.}  All  transfers  and  assignments  made  of 
any  daim  upon  the  United  States,  or  of  any  part  or  share  thereof,  or  in- 
terests therein,  whether  absolute  or  conditional,  and  whatever  may  be 
the  consideration  therefor,  and  all  powers  of  attorney,  orders,  or  other 
authorities  for  receiving  payment  of  any  such  claim,  or  of  any  part  or 
share  thereof,  shall  be  absolutely  null  and  void,  unless  they  are  freely 
made  and  executed  in  the  presence  of  at  least  two  attesting  witnesses, 
after  the  allowance  of  such  a  claim,  the  ascertaining  of  the  amount  due, 
and  the  issuing  of  a  warrant  for  the  payment  thereof.  Such  transfers, 
assignments,  and  powers  of  attorney,  must  recite  the  warrant  for  pay- 
ment, and  must  be  acknowledged  by  the  person  making  them,  before  an 
officer  having  authority  to  take  acknowledgments  of  deeds,  and  shall  be 
certified  by  the  oflteer;  and  it  most  appear  by  the  certificate  that  the  offi- 
cer, at  the  time  of  the  acknowledgment,  read  and  fully  explained  the 
transfer,  assignment,  or  warrant  of  attorney  to  the  person  acknowledg- 
ing the  same. 

§  3477  (R.  S.) 


4 


o 


'i 


J  ^4 


INDEX— APPENDIX 

[References  are  to  sections  of  the  Revenue  Act  of  1926,  the  Revenue  Act  of  1924,  and  the 

Statutes,  indicated  respectively  by  "(1926)."  "(1924),"  and  "(R.S.)":  and  to  articles  (indicated 
in  italics)  of  Regulations  75.     For  index  to  Regulations  74,  see  pages  373-422] 


Section  or  article 


Abatement  of  tax,  deficiency  disallowed  by  Board 
of  Tax  Appeals 

Additions  to  tax,  coUection  of 

Delinquent  or  fraudulent  return 

Administrative  review,   decision   of  Commissioner 
and  Secretary 

Afliliated  group,  accounting  period  of , 

Addition  to,  during  taxable  year  of  group 

Computation  of  tax  of 

Consolidated  net  income  of 


Consolidated  return  for 

Definition  of 

Elimination  from,  of  a  subsidiary  during  year- 
Formation  of,  after  beginning  of  year 

Liability  for  tax  of 

Method  of  accounting  for 

Net  losses  of 


Privilege  to  file  consolidated  return. 


Remains  in  existence,  when 

Terminates,  when 

Termination  of  prior  to  close  of  taxable  year__. 

Waivers,  applicability  of,  to  affiliated  group 

Affiliation  schedules  filed  by  parent 

Agency  of  parent  for  subsidiaries 

Allocation  of  payments  on  consolidated  return  basis 

in  event  of  change  to  separate  returns  basis 

Amendment   to   consolidated   returns   regulations, 

effect  of,  subsequent  to  filing  of  return 

Effect  on  returns  for  subsequent  years 

Amendments,  Judicial  Code,  section  24 

Revenue  Act  of  1924 — 


Sect 
Sect 
Sect 
Sect 
Sect 
Sect 
Sect 
Sect 
Sect 
Sect 
Sect 
Sect 
Sect 
Sect 


on  900 

on  901 

on  902 

on  900 

on  904 

on  905 

on  906 

on  907 

on  908 

on  909 

on  910 

on  911 

on  912  added, 
on  913  added. 


Page 


1001(d)  (1926) 

461 

3176(R.  S.) 

477 

3176(R.  S.) 

477 

1107(1926) 

463 

H 

442 

md) 

441 

SO 

447 

SI 

447 

{la), 10 

/  437, 
I  439 

2ib) 

438 

ISie) 

442 

mb) 

441 

15 

443 

4S 

456 

■U 

455 

Ha),10 

/  437, 
I  440 

ll{c) 

439 

11  id) 

440 

mc) 

441 

17 

445 

mc) 

441 

16 

443 

18{e) 

446 

lij>) 

438 

IHa) 

439 

1122(1926) 

465 

1000(1926) 

469 

1000(1926) 

469 

1000(1926) 

470 

1000(1926) 

470 

1000(1926) 

470 

1000(1926) 

470 

601(1928) 

470 

601(1928) 

471 

1000(1926) 

473 

1000(1926) 

473 

1000(1926) 

473 

1000(1926) 

474 

602(1928) 

474 

602(1928) 

474 

483 


■■Ci 


484 


INDEX 


Amendmeiits — Continued. 
Revenue  Act  of  1926— 

Section  1001 

Section  1104 

Section  1108_ 

Revised  Statutes — 

Section  3176 

Section  3186 . 

Section  3200 

Applicability  of  other  provisions  of  law 

Application  of  Regulations  75 

Assessment  of  tax,  after  withdrawal  of  subsidiary 

from  group 

Duty  of  Commissioner 

Made  in  the  name  of  each  member  of  group 

Assignments,  claims  against  United  States,  effect  of. 

Authority  for  Regulations  75 __ _ _ 

Authorization  of  subsidiary  to  parent  to  file  con 
solidated  return 


Section  or  article 


603(1928) 
618(1928) 
605(1928) 

619(1928) 

613(1928) 

1129ri926) 

3 


Bad  debts. _._ 

Bads,  accounting  for  consolidated  net  income 

Accounting  period  of  affiliated  group 

Allowance  of  depreciation  and  depletion 

Computation  of  consohdated  net  income 

Effect  of  intercompany  transaction 

Sale  of  intercompany  bonds,  gain  or  loss 

Sale  of  intercompany  stock,  gain  or  loss.. 

Sale  of  property,  gain  or  loss 

Board  of  Tax  Appeals,  chairman,  designation  of 

Decisions,  deficiency  barred,  efiect  of 

Review  by  courts 

When  final _ 

When  rendered 

Dismissal  of  proceeding,  effect  of._ 

Divisions  of 

Re  ports 

Expenditures  and  personnel 

Fee  for  filing  petition  or  for  hearing 

Fees  for  transcript  of  record 

Findings  of,  status  as  evidence 

Frivolous  appeals 

Jurisdiction  of 

Membership  of 

Appointment  and  salary  of 

Removal  from  office 

Term  of  office __ I 

Office  and  places  of  meeting 

Opinions  of 

Proceedings  of 

Quarters 

Quorum  for  business _ 

Reports  of,  public  records 

Publication 

Seal  of 

Transferee  proceedings,  burden  of  proof 

Examination  of  books  and  other  evidence 

by  transferee 

Venue . 
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Board  of  Tax  Appeals — Continued. 

Witnesses,  authority  to  summon  and  adminis- 
ter oaths 

Fees  of 

Bonds,  filed  by  taxpayer  with  Board  of  Tax  Appeals 
to  stay  assessment  or  collection  of  deficiency. 

Gain  or  loss  from  sale 

Intercompany,  basis  for  determining  gain  or 

loss  on  sale 

Limitation  on  allowable  losses  on  sale 

Security  for  release  of  tax  lien 

Bonds  or  notes  of  United  States,  deposit  in  lieu  of 

surety 

Books  and  witnesses,  examination  of 

Bureau  of  Internal  Revenue,  Assistant  General 
Counsel,  Assistant  to  Commissioner,  General 
Counsel,  and  Special  Deputy  Commissioner 


Section  or  article 


C 

Changes  in  affiliated  group  during  taxable  year 

Checks,  payment  of  taxes  by 

Circuit  Court  of  Appeals,  defined 

Claims    against    United    States,    assignments   and 

transfers,  effect  of 

Claims  for  credit  or  refund,  to  be  filed  by  parent 

Collection,  deficiencies 

Original  tax 

Collector  of  internal  revenue,  authority  to  seize  and 
sell  property  outside  of  his  collection  district. 

Authority  to  summon  persons 

Charges  for  taxes  in  assessment  lists 

Duty  to  make  return  where  none  made  by  tax- 
payer  

Extension  of  time  for  filing  return  (other  than 

income  tax  returns) 

Information  as  to  persons  liable  to  tax 

Recovery  against,  when  paid  by  United  States. 

Repjorts  of  violation  of  law 

Compromises,  authority  for 

Sums    offered    in,    deposit    in    United    States 

Treasury 

Congressional  committees,  investigation  of  returns.  _ 
Consent  of  subsidiary  to  consolidated  return  regula- 
tions   

Consolidated  net  income,  defined 

Bases  of  computation 

Consolidated  return  period  defined 

Copies  of  returns 

Fee  for  furnishing ^ 

Courts,    jiu-isdiction.    Judicial    Code,    section    24 
amended 


Review  of  decisions  of  Board  of  Tax  Appeals.  _ 

Bond  furnished  by  taxpayer  to  stay  assess- 
ment or  collection 

Damages  where  petition  filed  for  delay 

Effect  as  to  assessment  and  collection  of 

deficiency 

Jurisdiction 

Requirements  from  petitioner 

Rules  relating  to 
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1001(c)  (1926) 
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Credit  against  net  income 

Credit  for  foreign  taxes - 

Credit  or  refund  claims,  to  be  filed  by  parent 

Credits  or  refunds,  deficiency  paid,  disallowed  by 
Board  of  Tax  Appeals 


Damages,  Board  of  Tax  Appeals,  frivolous  appeals 

to 

Courts,  authority  to  impose  when  review  appeal 

filed  for  delay 

Debts  due  United  States,  liability  of  fiduciary 

Priority  of 

Deficiency   in   tax,   abatement,   credit,   or  refund 

when  disallowed  by  Board  of  Tax  Appeals 

Assessment  and  collection,  decision  of  Board  of 

Tax  Appeals  under  review  by  courts 

Liability  of  members  of  group 

LiabUity  of  subsidiary  after  withdrawal 

Notice  thereof  to  be  mailed  to  parent 

Definitions,  "Act" 

"Affiliated  group" 

"Circuit  Court  of  Appeals 

"  Consolidated  return  period  " _ 

"  Losses"  and  "net  losses,"  for  purpose  of  deter- 
mining gain  or  loss  on  sale  of  intercompany 

stock 

"Mandate" -- 


,** 


Section  or  article 


"Person 


f» 


"Subsidiarv" 

"Tax"__-: 

"Taxable  year,"  for  purpose  of  applying  net 

loss  provisions 

Terms  defined  in  Revenue  Act  of  1928 

Delinquenc5%  filing  return,  addition  to  tax 

Depletion  and  depreciation,  basis  for  determining.. 

Dissolutions,  after  consolidated  return  period 

During  consolidated  return  period 

Of  parent,  effect  on  its  agency 

Distraint,  date  on  which  begun 

Property  sold  under,  disposition  of  proceeds 

Surrender  of  property  subject  to -- 

e: 

Evidence,    internal-revenue   officers,   authority   to 

take 

Examinations,  more  than  one,  authority  of  Com- 
missioner to  make 

Unnecessary 
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Failure  to  comply  with  regulations — 

Fees,  Board  of  Tax  Appeals  for  filing  petition  or  for 

hearing 

Board  of  Tax  Appeals,  for  transcript  of  record. . 
Witnesses  in  Board  of  Tax  Appeals  proceedings. 
Fictitious  transfers  of  assets  within  affiliated  group, 
limitation  on  allowable  losses 
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Fiduciaries,  liability  for  debts  due  United  States 

Filing  returns  and  forms,  affiliation  schedules  filed 

by  parent 

Authorization  and  consent  filed  by  subsidiaries. 

Consolidated  return  filed  by  parent 

Failure  to  file  forms,  effect  of 

Persons  qualified  to  swear  to  returns  and  forms. 
Time  for  filing  separate  returns  for  period  not 

included  in  consolidated  return 

Foreign  corporations,  when  not  included  in  con- 
solidated return 

Foreign  taxes,  credit  for 

Forms,  Form  851  (Affiliation  schedule) 

Form  1 122  (Authorization  and  consent) 

Authorizing  Commissioner  or  collector  to 
file    consolidated    return   on    behalf   of 

subsidiary 

Notice  of  Commissioner  to  file  and  effect 

of  filing 

Signature  to,  in  case  subsidiary  has  left 

group 

Fraud,  addition  to  tax  in  case  of 

Internal-revenue  claims,  etc.,  penalty 

Frauds  on  purchasers,  penalty 


G 

Gain  or  loss,  dissolutions 

Intercompany  transactions. 


Losses  defined 

Ordinary  transactions 

Sale  of  intercompany  bonds. 
Sale  of  intercompany  stock. 


Sale  of  property. 


Income,  consolidated  net  income  defined 

To  be  included  in  consolidated  return 

Inspection  of  returns 

Insurance   companies,   inclusion  in  and  exclusion 

from  consolidated  return 

Intercompany     transactions,     basis     of     property 
acquired  through,  during  1928  or  prior  years. 

Basis  of  property  not  affected  by 

Dissolution  during  a  consolidated  return  period. 

Gain  or  loss  not  recognized 

Internal-revenue  officers,  authority   to  administer 

oaths  and  take  evidence 

Inventories 


Joint  Committee  on  Internal  Revenue  Taxation, 
creation  of  duties,  etc 


Liability  for  tax,  general  rule 

Of  subsidiary  after  \^'ithdrawal  from  group. 


Section  or  article 


3467(R.  S.) 
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1114(c)  (1926) 
1123(1926)  i 
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34(f) 
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31(a),  38 


31(a) 

13(a) 

267(a)  (1926) 
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37(a) 
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3165  (R.  S.) 
39 


1203(1926) 
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licBS  for  taxes,  application  of  section  3186  (c),  (d), 

and  (e),  R.  S 

Bond  to  secure  release  of 

Procedure  for  enforcement 

Release  of -- 

Validity,  how  effected 

When  effective 

Limitation,  on  adjustment  for  losses 

On  allowable  losses -  -  -  -  -  -  -  - 

Limitations,  prosecutions  by  United  btates 

Suits  and  proceedings  by  taxpayer 


Section  or  article      Page 


M 


Mandate,  defined. 


N 

Net  income,  computation  of  for  subsidiary  which 
enters  or  leaves  group  during  year 

Consolidated  net  income  defined 

Net  losses,  allowance  of - 

Defined 


3186(f)  (R.  S.) 

3186(e)  (R.  S.) 

3207(R.  S.) 

3186(c),  (d)(R.  S.) 

3186(b) (R.  S.) 

3186(a)  (R.  S.) 

sue) 

se 

1110(1926) 
3226(R.  S.) 


1006(e)  (1926) 


Notice,  deficiency  letter 

Dissolution  of  parent - - 

Subsidiary  ceased  to  be  member  of  group—--. 

To  paxent  to  include  Income  of  subsidiary  in 

return 


O 


Oaths,  Board  of  Tax  Appeals,  authority  to  adminis- 

ter        «_.,___•————————  —  —  -  —  —  —  """""■""■"""""" 

Internairevenue  officers,  authority  to  adminis- 
ter     __------------ 

Internal  revenue  officers  and  employees,  author- 
ity to  administer ^--"-r"";«oft' 

Option,  of  affiliated  group  to  change  basis  for  1929 
returns t.w  j 

Of  exercising  privilege  to  file  consohdated  or 
separate  returns  for  1929 v«A"j 

Of  subsidiary  to  disregard  period  of  30  days  or 
less  when  income  included  m  consolidated 
return 


Parent,  agent  for  members  of  group  for  all  purposes. 
Dissolution  of,  effect  on  agency  for  subsidiaries. 
Form  861  filed  by. 

Incorrectly  designated  in  return. 

Net  losses  carried  forward  by_- 

Return  filed  by i;-TV 

Statements  and  schedules  filed  by ^^.-_---- 

Taxable  year  of  parent,  considered  as  taxable 

year  of  group ltt-v 

Waiver  given  by  parent,  effect  of -- 

Payment  of  taxes,  medium  of -  - 

Payments,  allocation  of  in  event  of  change  from 
consolidated  to  separate  returns  basis 
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Section  or  article 


Penalties,  disclosure  of  returns 

Failure  to  surrender  property  subject  to  dis- 
traint  

False  or  fraudulent  internal  revenue  claims,  etc__ 

Frauds  on  purchasers _ 

Permission  to  change  return  basis 

Person,  defined | 

Philippine  Islands,  income  tax  laws  in  effect 

Porto  Rico,  income  tax  laws  in  effect 

Priority ,  debts  due  United  States 

Privilege  of  filing  consolidated  returns 


Prosecutions  by  United  States,  limitation  on 

Public  records,  Board  of  Tax  Appeals,  reports  of 

Returns 


Recovery  against  collector  of  other  revenue  officer, 

when  paid  by  United  States 

Reenactments.  Judicial  Code,  sec.  24,  para.  20 

Revised  Statutes — 

Section  3164 

Section  3165 

Section  3167 

Section  3172 

Section  3173 

Section  3195 

Section  3207-- 

Section  3210 

Section  3226. 

Refunds.     See  also  Credits  or  refunds. 

Claims,  to  be  filed  by  parent 

Regulations,  retroactive  application 

Regulations  75,  applicability  of 

Authority  for 

Matters  to  which  not  applicable 

Returns,  access  to  by  State  officers 

Collector  or  Commissioner,  false  return  or  no 

return  made  by  taxpayer 

Status  for  legal  purposes 

Copies  of 

Fee  for  furnishing 

Disclosure  of,  penalty 

Duty  of  taxpayers  to  make 

Inspection 

Inspection  by  shareholder  of  corporation 

Investigation  by  Congressional  Committees 

Lists  of  persons  filing 

Penalty  for  disclosure  by  shareholder  of  cor- 
poration  

Public  records 

Review,  decision  of  Commissioner  and  Secretary 

by  administrative  personnel 

Rules  of  courts,  review  of  decisions  of  Board  of  Tax 
Appeals 


S 

Sales  of  intercompany  bonds,  basis  for  determining 

gain  or  loss 

Gain  or  loss  recognized 

Limitation  on  allowable  losses 
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3167(R.  S.) 
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1115(1926) 
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1113(1926) 
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1108(1926) 
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Mes  of  intercompany  stock,  basis  for  gain  or  loss 
Dissolution   after   consolidated   return   period 

considered  as  sale  of  stock 

Gain  or  loss  recognized IIIIIII 

Limitation  on  allowable  losses III" 

Sales  after  selling  corporation  has  ceased  to  be 

a  member  of  group 

Sales  which  break  affiliation  made  while  "selliiig 

corporation  is  member  of  group 

Sales  which  do  not  break  affiliation -.IIIII 

Saving  clause  in  event  of  unconstitutionality 

Schedules  and  statements  for  subsidiaries  and  parent 

Section  141,  Revenue  Act  of  1928.  __ ._ 

Separate  returns,  effect  of  when  consolidated  return 

required 

For  period  not  included  in  consolidated  return, 

time  for  filing __ 

Shareholders  of  corporation,  inspection  of  returnsll" 

'         Penalty  for  disclosure  of  return Z 

State  officers,  access  to  returns llll'. 

Statements  of  gross  income  and  deductions  filedby 

'     parent 

Statistics,  publication  of IIIIIIIIIIIIII] 

Stocks,  intercompany,  basis  for  determininggain  or 

loss  on  sale . 

Gain  or  loss  upon  sale.__ IIIIIIIIIIIII' 

Limitation  on  allowable  losses  on  sales 

Subsidiary,  defined '_ 

Erroneous  inclusion  of  in  consolidated  return.. 

Exclusion  of  from  consolidated  return 

Form  1122  executed  by 

Signature  in  case  subsidiary  has  left  groupl 

Liable  for  tax 

Net  losses,  can  not  be  carried  forward  by  sub^~ 

sidiary  leaving  group 

Statements  and  schedules  for,  filed  by  parent.  I 
Waivers,  acceptance  of  from  alleged  subsidiary. 
Withdrawal  from  group,  effect  on  agency  of 

parent 

Suits,  recovery  of  tax,  fine,  penalty,  or  forfeiture, 

authority  for . 

B«straining  assessment  or  collection  of  tax 


Suits  and  proceedings  by  taxpayer,  limitations  uponi 
Surety,  bonds  or  notes  of  United  States  in  lieu  of... 


Tax,  assessment  of 

CJoUection  of "IIIIII! 

Computed  on  consolidated  net  income  of  group' 

Defined 

Deposit  in  United  States  Treasury_._I_IIIIII] 

Foreign,  credit  for 

Liability  for IIIIZ] 

liability  of  transferees  not  affected ..I"] 

Parent  agent  of  subsidiaries  in  all  matters  in 

respect  thereof 

Payments,  allocation  of  in  event  of  change  to 

separate  retiuns 

Medium  of ] 

Taxable  year,  in  applying  net  losses IIII 

Tentative  returns,  effect  of 


Section  or  article 
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group  prior  to  close  of 


Termination  of  affiliated 

taxable  year 

When  considered  terminated __. 

Transferees,  liability  of  not  affected  by  rules  applica- 
ble to  liabihty  for  tax 

Transfers,  claims  against  United  States,  effect  of  _  _ . 
Transfers  of  assets  within  affiliated  group  without 

consideration  or  at  fictitious  values 

Treasij^i^decisions,  retroactive  application 


Venue^  Board  of  Tax  Appeals 

Violation  of  law,  duty  of  collector  of  internal  reve- 
nue to  report 


W 


Section  or  article 


491 
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Hid) 

15id) 
3477(R.  S.) 

36 
1108(1926) 


1002(1926)    461 


441 
440 

443 

482 

452 
463 


or    collection    of 
bond    filed    with 


of 


Waivers 

Restriction    on    assessment 

deficiency,    effect    when 

Board  of  Tax  Appeals 

Withdrawal  of  subsidiary  from  group,  agency 

parent  terminated  for  certain  purposes 

Liability  for  tax 

Witnesses,   Board  of  Tax   Appeals,   authority   to 

summon  and  administer  oaths 

Board  of  Tax  Appeals,  fees  of 

Examination  of 

Oaths,  authority  to  administer  to 


3164(R.  S.) 


17 


1001(c)  (1926) 

16ib) 

mh) 

908(1924) 

909(1924) 

1104(1926) 

1104(1926) 
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^4^0.4 
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